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INTRODUCTION 

 

 

 

On August 2008, due the explosion of the Financial Crisis created by the bankruptcy 

of the American subprime sector and the subsequent awareness by government 

agencies, the need for a greater and more stringent risk control policy within the 

investment companies has increasingly become a focus element in the choices of the 

Regulatory entities and of same companies. Indeed, the complex of Risk 

Management strategies and operations implemented by the individual investment 

companies specialized in the management of real estate funds, strongly shifted 

towards sustainable risk management attitudes resulting from careful and precise 

analysis process based on quantitative-qualitative methodologies. 

 

This work aims to highlight the importance of adopting risk management practices in 

the real estate sector, not only as legally envisaged by the current regulatory 

framework, instead because they characterize a management model which in the long 

term (as will further analyzed) rewards the investors involved in terms of higher 

yield. 

 

This paper is made up of 3 chapters. 

 

The first two chapters have been developed with the intention of attributing a 

profound theoretical value to the paper, finding a foundation within the literature and 

research on the subject to define in detail the various aspects that have determined 

the importance, today attributed, to Risk Management activities in the sector. 

 

In particular, Chapter I presents a review of the "Real Estate Market Financialization 

Process", highlighting (also from a historical point of view) the topical moments that 

led to a transformation of the real estate market from a "sector in its own right" to a 

characterizing component and underlying of numerous financial assets. This process, 

which began at the end of the 18th century, has significantly changed the structure of 

the entire economic system, pushing towards the creation of an entire theoretical 

framework aimed at the study and exploitation of financial instruments capable of 

satisfying the interests of households and institutional investors, both willing to 

dispose their resources within the real estate market. Therefore, always within 
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Chapter I, a detailed analysis is carried out of the main “instrument” resulting from 

this process which has involved a profound transformation in relation to the liquidity 

capacities of this sector, i.e. the Real Estate Fund. The principal phases of its 

creation and development are therefore analyzed (starting from the initial set-up of 

the fund, the "building selection" according to the established management lines, the 

“acquisition strategy”, the reimbursement of the shares), the Governance, the 

Surveillance and finally, in the final part of the chapter, a broad digression is made 

concerning the fundamental role played by the "Real Estate-based" instruments 

during the financial crisis of 2008. 

 

Subsequently, Chapter II investigates a further step towards the analysis of "Risks 

and the Risk Management Process" within the Real Estate Market. The first section 

defines an overall overview of the process, starting from the passage that occurred 

from a type of Traditional management approach to an Integrated one; the latter born 

from the need to no longer conceive the Risk Management activity as a practice 

limited to the analysis of particular and exclusive types of risk or linked to a specific 

area, but rather as a “single” activity that provides for the synergy of different actors 

and different areas of the business. In this very first section of the chapter, historical 

references concerning the regulatory sphere were also made (Preda Code, 1999). 

Therefore, the 7 main phases of the Risk Management Process within the Real Estate 

sector are identified and analyzed individually: 

 

1. Risk Policies Setting; 

2. Risk Mapping: Financial vs Non-Financial Risks; 

3. Risk Measuraments; 

4. Risk Assessment; 

5. Risk Containment Strategy; 

6. Risk Reporting; 

7. Risk Model Consistency. 
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Finally, Chapter III represents the core of this report, giving it its title.  

Firstly, a deep examination of the current health conditions of the Real Estate Market 

(with particular attention to the Italian market) is carried out in order to provide a 

clear overview about the economic status within which the assessments that will be 

seen later were carried out. In particular, the goal was to study and analyze the 

current condition of a specific segment of the Real Estate Market, the Office segment, 

within the city which has mostly taken on the role of catalyst for the entire real estate 

economy (and not only) in recent years, that is Milan. 

Starting from the data presented in the "XIX Report of the Observatory on the Real 

Estate Market" promoted by Nomisma, it will be useful to analyze what the 

performance conditions of this segment were today and how the current situation 

stood compared to the data provided in the last thirty years.  

In the light of the above, it has found to be necessary to develop an econometric 

analysis of the historical data provided by Nomisma’s databases.  

Once obtained a complete and precise view of the current configuration of the 

Milanese Office segment, with respect to its historical trend, what resulted 

particularly interesting for the purposes of the analysis was to carry out an empirical 

case of evaluation of an investment (which actually occurred) in a key of Risk 

Management with the ultimate aim of finding an answer to the following question:  

what should an investor who wishes to invest in the Milan Office market expect given 

the current condition of the returns and what would he encounter in terms of Market 

Risk? 
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CHAPTER 1: The Real Estate Market as “new” Financial Asset Class:          

The “Financialization Process” 

 

1.1 Financialization Process: birth and development. 

 

 

The term “Financialization” indicates the progressively increasing incidence of 

financial activities in the economic system. 

In particular, this process, which begat at the end of eighties, has profoundly changed 

the way in which economic and social systems operate globally by investing many 

areas of economic life, included the housing market. 

The financialization of housing can be understood only within a complex scenario, in 

which the evolution of a plurality of processes and mutual relations is analysed. 

The most recent international research has defined an articulated theoretical 

framework in which the central role of the transformations of the economic and 

social regulation system, supported by convenient public policies, is theorized and 

documented1. 

As in other European countries and in the rest of the world, even Italy has equipped 

itself with financial instruments, in order to catalyze, both household savings and the 

interest of institutional investors towards the housing sector. 

The pervasiveness of a purely financial logic, from easier access to credit to the 

spread of real estate funds, together with changes in urban land rent, has profoundly 

transformed the real estate market. 

This transformation took place in a context of widespread ownership of the house, or 

even houses, supported by a set of "proprietary ideology" shared culturally at a 

global level 2. 

The progressive financialization of buildings has been extensively investigated in its 

macro-level consequences, both in comparative analyzes and in national case 

studies.3 

In the specific Italian case, a growing trend in the household borrowing rate in 

general and in access to mortgages has been consolidated, leading to a growing 

number of families that have been able to access credit and mortgage loans, as a 

 
1   Rolnik R., Late Neoliberalism: The Financialization of Homeownership and Housing Rights, «International 
Journal of Urban and Regional Research», XXXVII, 3, 2013, pp. 1058-1066. 
2 Davies M., Property: Meanings, Histories, Theories, New York, Routledge, 2007, pp. 67-68. 
3 Caudo G., Case di carta. La nuova questione abitativa, «Urbanistica», CXXXIV, 2007, pp. 97-101.  
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result of the “liberalization” in the credit market and the strengthening of the banking 

sector; indeed, the development of the banking sector and the expansion of credit for 

the purchase of buildings are in fact a significant aspect of the financialization of the 

Italian economy and society. 

Historically, in Italy since the post-war period, the ownership of the house has led to 

several advantages: the satisfaction of housing needs, of social security, a way to 

transfer wealth between families. 

The structural lack of incisive public housing policies, a system of the rental market 

that is not regulated and not very competitive, as well as a purely family welfare 

system, have in fact constituted a regulatory and social context in which the 

investment in the house in the property was appropriate and necessary and took place 

not necessarily within market logic, but also in the “informal system”4. 

It is essential to understand the changes in the housing market to study the expansion 

of the mortgage market. The support of credit to the proprietary culture has deep and 

rooted roots over time, but it is undoubtedly since the nineties that the changes in the 

banking regulation give an acceleration to these processes. 

Until 1989 the banking system was in fact based on a structural supervision, public 

bank and with double intermediation. 

Beginning in the 1990s, a new structure and regulation was introduced, focusing on 

prudential supervision, liberalization and privatization of the banking system 5. 

In particular, the nineties saw corporate transformations from public banks to joint-

stock companies with a progressive privatization of the banking sector through the 

transformation of public-law institutions and savings banks into joint-stock 

companies with banking foundations as the main shareholders.  

The substantial restructuring of the sector implemented by law 218 of 1990, the so-

called Amato Law, aimed to make the credit market more efficient and competitive in 

view of the completion of the Single Market. 

Together with strong technological innovations, the transformations in the regulation 

of the financial system have raised competition between intermediaries and reduced 

the public presence in the ownership structures of the banks. 

 
4 Filandri M., Proprietari a tutti i costi, Roma, Carocci, 2015, pp. 45-48.  
5 De Cecco M., Sulla convergenza dei sistemi finanziari, in Bellanca N., Dardi M., Raffaelli T. (a cura 

di), Economia senza gabbie. Studi in onore di Giacomo Becattini, Bologna, il Mulino, 2004, pp. 29-31.  
 



10 
 

Consequently, the constraints on not collecting mass risk capital have been 

progressively eliminated, while, in the process of European integration, financial 

services have become the object of progressive liberalization. 

The aspiration to build a single competitive market, harmonizing the national 

legislative frameworks of banking systems as indicated in the various European 

directives that have followed the turn of the old and new millennium, is connected to 

the creation of a vast market for finance consistent with the European project. 

The general expansion of credit in favor of families and in particular the spread of 

mortgage loans is the result of this process of liberalization which mainly involves 

national banking groups but with a strengthened presence of foreign banks in Italy.  

These regulatory changes in the banking system can be interpreted as the result of the 

will of the political elites to favor a European integration guided by the markets and 

with a prominent role of the financial markets associated with an increasing 

importance of the role of the banks within the economic system. 

Two Italian economists, Infante and Rossi, point out that between 1997 and 2006, the 

greater presence of foreign banks was also associated with higher customer 

mobility6.  

In those years, indeed, the Italian banking system was characterized by a process of 

unparalleled consolidation, which changed its appearance and increased the degree of 

international integration. 

Until a few years ago, Italy did not have operators fully capable of competing on a 

global scale. 

In the mortgage loans to household’s segment, this competitive pressure was 

accompanied by a reduction in average rates and an increase in loans in relation to 

the real guarantees provided. 

In this sense, the greater competitive pressure exerted by foreign intermediaries has 

had an effect on the average rates and spreads, both directly, through more 

aggressive credit policies, and indirectly, forcing the other banks to reduce the 

interest rates applied to maintain their positions; based on the results obtained, 

foreign intermediaries have therefore exercised significant competitive pressure in 

the various business segments. 

Among the consequences of the long wave of change in the regulatory model of the 

economy and society, there is therefore at the micro level a greater availability of 

 
6 Infante L., Rossi P, L’attività retail delle banche estere in Italia: effetti sull’offerta di credito alle 

famiglie e alle imprese, «Banca d’Italia, Discussion Paper», 714, 2009, pp. 89-91.  
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access to credit for Italian families and this represents, in turn, the basis for the 

development of a model of economic growth based on the indebted individual, with 

the economic and social fragility that this entails 7. 

 

The data contained in the following figures, extracted from the official website of the 

Bank of Italy, confirm this scenario, indicating: 

 

Figure 1:  

 

 

 

household loans, housing loans, interest rates; 

 

Figure 2:  

 

real and financial wealth of Italian families;  

 

 

 

 

 

 

 

 

 

 

 
7 Fama M., Il governo della povertà ai tempi della (micro)finanza, Verona, Ombre Corte, 2017, pp. 49-

54.  
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Figure 1: Household loans, housing loans, interest rates 

 

 

 

     

 

 

 

 

 

 

 

 

 

Source: “Banca d’Italia, La ricchezza delle famiglie italiane 2014 e BD Statistiche, 

Banche e moneta nazionali”. 
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        Figure 2: Real and financial wealth of Italian families 
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Household liabilities are significantly increased in two areas: “consumer credit” and 

“home purchase loans”.  

For consumer credit, the growing trend is mainly attributable to the need for families 

to maintain a level of well-being and an average lifestyle in a context of wage 

deflation and an overall reduction in the so-called wage share both globally and in 

our economic system8. 

Moreover, loans for house purchase increased on the one hand due to the reduction in 

average rates, possible thanks to the liberalization of the credit market, on the other 

for the actions that the Govern has historically adopted in the context of public 

policies that have led to an imbalance towards the proprietary option in all segments 

of social stratification, including families that had even minimal means. 

The culture of real estate ownership has become so entrenched that the idea of 

buying a property is always considered efficient and legitimate, beyond micro-level 

risks and macro-level consequences which are not always positive9.  

The need for families to resort to credit can therefore be interpreted as an opportunity 

and at the same time a sign of deterioration in the economic and financial situation of 

families with greater risks of over-indebtedness10. 

Therefore, the effect of the mutation in a more “finance-oriented” sense of the family 

behavior model has allowed to maintain high portions of consumption and/or access 

to home ownership but, at the same time, has brought with it the risk of favoring 

financial instability of households through the continued use of debt aimed at 

maintaining unsustainable levels of expenditure from their income capacity.  

All the more so, when the growth of consumer credit is induced by the structural 

incapacity of household income earners to meet family needs and it finds realization 

in a context of progressive impoverishment of families, in which poverty is often 

preceded by a dangerous situation of over-indebtedness.  

The continuous reduction of central bank interest rates and the competitiveness effect 

on the banking system of the liberalization of the 1990s, led to a reduction in interest 

rates for loans, which in turn seems to have contributed to stimulating the granting of 

 
8 Piketty T., Diseguaglianze, Milano, Università Bocconi Editore, 2014, pp. 89-92.  
9 Filandri M., Olagnero M., Housing Inequality and Social Class in Europe, «Housing Studies», XXIX, 7, 

2014, pp. 977-993.  
10 D’Alessio G., Iezzi S., Il sovraindebitamento delle famiglie: definizione e misurazione sui dati 

italianiRicchezza e disuguaglianza in Italia, «Questioni di Economia e Finanza, Occasional papers - 

Banca d’Italia», 149, 2016, pp.26-29. 
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mortgage loans during the 1990s and 2000s and which, although considering the 

global financial crisis, still persists. 

A further manifestation of the financialization of Italian households is the increasing 

weight assumed by financial assets in the composition of the net overall wealth of 

families. 

In Figure 1 it is shown that since the mid-nineties both the financial assets and the 

value of housing have increased as a share of the real assets of households. 

A process of capitalization was thus accentuated in our country, that is, an increase in 

real and financial activities which saw the “houses becoming paper” and to use the 

effective expression from G. Caudo: “the houses were put on the financial market to 

produce profitability and support the economic system of the banks, the restructuring 

of companies and, above all, to fuel the financial income”11.  

Over time, the transformation of the home from a value of use to a financial value is 

noted, and the role of real estate funds is defined. 

The availability of credit for the purchase of the house has undoubtedly "enlivened" 

the housing market. It is no coincidence that the construction sector is the only sector 

in Italy that, amidst ups and downs, has conquered ever greater shares of added value 

of GDP in Italy, causing the longest real estate cycle to be recorded in our Country, 

between early nineties and the 2008 crisis12. 

In these terms, the “capitalization” of Italian families would not explain the 

accentuation of the “financial value” with respect to the “value of use” of housing, 

which was instead reinforced by the development of real estate funds (real estate 

investment funds). 

The social, economic and urban consequences of the spread of these funds are the 

subject of widespread study in the area of geographical and urban studies and on the 

so called "right to the city", of which S. Sassen speaks 13.  

In this context, real estate funds are real financial instruments that allow investors to 

participate in the economic results of real estate initiatives, using the organizational 

asset model managed by professional intermediaries14.   

A strong push towards this type of investment was given by a favorable tax 

legislation, which encouraged the establishment and management of real estate 
 

11 Caudo G., op cit. p. 151. 
12 Cresme , Il mercato delle costruzioni, Roma, Cresme, 2011, pp. 67-69. 
13 Sassen S., Territorio, autorità, diritti, Milano, Mondadori, 2008, pp. 58-62. 
14 Mantini P., Scaravaggi A., I fondi immobiliari nel federalismo patrimoniale. Profili giuridici, 

«Territorio», LVIII, 9, 2011, pp. 161-169.  
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funds, also with provisions aimed at attracting investors, such as for example the 

Decree Law 351 of 2001. 

The Decree-Law of 25 September 2001, n. 351 is titled "Urgent provisions 

concerning the privatization and enhancement of public real estate assets and the 

development of real estate investment funds” and was published in the Gazzetta 

Ufficiale n. 224 of 26 September 2001. 

Such legislation would seem to have also favored elusive practices, so much so that 

subsequently interventions have been made to stem the establishment of real estate 

funds by a limited number of participants created essentially to benefit from the 

favorable tax regime provided for such funds. 

Substantially, the investors could avoid the ordinary regime of taxation of the 

incomes that would be applied in the case in which the buildings were directly held 

by the participants. 

 

The tool used by the legislator to deal with evasive behavior consisted in having 

introduced a more unfavorable taxation for certain participants in the real estate fund. 

In Italy the first fund was launched at the beginning of 1999 and since then the sector 

has experienced a real boom, going from less than 50 in the early 2000s to over 250 

in 2015, as can be seen in Figure 3. 
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Figure 3: Real Estate Funds in Italy from 2001 to 2015 

 

  

 

Source: Assogestioni 2000-2015, Rapporti sui Fondi Immobiliari 

 

In the Italian context these financial strategies have been implemented not only on 

new buildings but also on the sale of existing ones. 

This has allowed institutional investors (banks, insurance companies, large industrial 

companies, pension funds, banking foundations and real estate funds) to trade on the 

stock market without having to bear the risks associated with the direct purchase of a 

property: assets like houses, transformed into financial assets, moved towards a pure 

real estate income 15. 

Therefore, the "exchange value" of the buildings was no longer attributed to the only 

capital gain generated by the revaluation of the asset, as in the traditional capital 

logic, but also to its possible use and profitability over time. 

This real estate development process also affects the residential sector market, as 

shown in Figure 3. 

 
15 Berdini P., La città in vendita, Roma, Donzelli Editore, 2008, pp. 125-132. 
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The interest in real estate as a “speculative” activity by major capital managers, as 

well as national and international institutional investors, was added to the original 

demand for first homes; the natural consequence to this trend was the progressive 

and dizzying increase in the prices and rents of the buildings at the end of the first 

decade of the 2000s. 

In fact, financialization goes beyond the greater availability and dissemination of 

financial instruments offered to households; the consideration for which the value of 

a material good, like the house, depends directly on a “capitalization process” is 

crucial. In this context, must be understood that the price of homes is influenced by 

the interest and discount rates, which in turn depend by the conditions of supply and 

demand on the financial market. 

The consequence of a strong increase in demand is reflected on the spread of riskier 

and higher mortgages which lead to increase the number of indebted families. The 

immediate consequence to this is that, given the relative inelasticity of the building 

system, property prices increase. 

From here, real estate speculative bubbles are born and spread, as well as an effective 

logic of “expulsion promoted by some social actors towards others”16. 

The financial access of a disadvantaged section of the population (subprime) implies 

in fact the transfer of a part of their assets to the most favored group. 

The drive towards the commercialization and enhancement of private (and public) 

real estate assets is not without consequences in terms of income and wealth 

distribution: undoubtedly some social groups have been able to access real estate 

development by granting shares to real estate funds and at the same time the fund 

managers have made good profits. 

The diffusion of these processes has therefore led on the one hand to reinforce the 

incentive to purchase the house as an essential aspect of the private ownership of 

families, on the other hand to a split between use (housing) and possession of the 

house, with the “degradation” of property to pure financial asset and with the 

accumulation of annuities for the richest social groups. 

 

 

 

 
16 Sassen S. , Expulsions: Brutality and complexity in the global economy, Harvard, Harvard University 

Press, 2014, pp. 39-43. 
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1.2 A great asset class: Real Estate Funds 

 

Before discussing Real Estate Funds, a brief introduction should be made: in Italy, 

Article 812 of our Civil Code provides a distinction between movable and 

immovable property. 

The Code reads: “They are considered immovable property: the ground, the springs 

and the waterways, the trees, the buildings and the other buildings, even if joined to 

the ground for a transitory purpose, and generally everything that is naturally or 

artificially incorporated in the ground. Mills, bathrooms and other floating buildings 

are considered immovable when they are firmly secured to the shore or riverbed and 

are intended to be permanently secured for their use. All other assets are mobile”17.  

With this definition it is possible to note the different conceptual approach drawn up 

by our civil code between “real estate” and “movable assets”, or all the assets that 

cannot be included in the categories pronounced by the previous article.  

Furthermore, the two categories of movable and immovable property are subject to a 

very different legal regime. 

It should be noted that the “movement” of movable goods is more simplified, all 

transfer deeds are not subject to particular forms nor are they subjected to any form 

of publicity; with regard to immovable property the Italian legal system provides for 

a greater formalism, as these assets require a written form for the transfer deeds as 

well as a specific form of advertising.  

With regard to “real estate transactions”, they are part of the real estate market as a 

physical or virtual place in which real estate values are produced and exchanged and 

where, taking place meeting between market demand and supply, the market value of 

the asset is defined. 

Real estate assets have their own characteristics that differentiate them from other 

types of assets and place them in a specific market 18. 

In this sense, the first characteristic is that of being “consumer and investment” 

goods at the same time; indeed, in addition to be a commodity, a property can also 

have an investment value, taking the form of a specific asset class, being able to be 

purchased (or built), owned and later resold. 

Another characteristic is the possible “revaluation" of a real estate market, which, 

being an asset constituting the patrimony of an economic agent, leads to an increase 

 
17 Art. 812 c.c.  
18  Pugliatti S., Beni immobili e beni mobili, Milano, Giuffrè, 1967, pp. 26-27. 



20 
 

of equal proportion of its assets; it is precisely this characteristic of real estate assets 

that is at the basis of their possible use as collateral, or as a guarantee asset for the 

contraction of a loan with a financial intermediary. 

Characteristics of the real estate market that differentiate it from financial markets 

can be summarized in specific attributes 19:  

- Heterogeneity: it can be said that every real estate is unique and irreproducible, a 

non-standardized asset. As for its technical characteristics, its temporal value and its 

location, every property can be considered as an object subject to exclusive 

evaluation and as such is not susceptible to any seriality or substitutability with other 

similar properties. 

- Durability: buildings have a low perishability rate, they generally last longer than 

any other real estate and can often survive a countless number of technological eras 

and economic cycles. 

- Rigidity: the construction times of real estate are generally very long and this 

generates a constant delay in the price adjustment process based on the match 

between market demand and supply; moreover, the information asymmetry inherent 

in the significant transaction costs and the heterogeneity of this market produces 

cyclical imbalances that are reflected in its efficiency. 

- High unit value: real estate assets are characterized by a high unit value, with 

direct investments that require more capital and considerable transaction times than 

those inherent to the financial market. 

Having said this, over the last few years the asset management sector has undergone 

a process of profound transformation that has allowed operators to offer their 

customers increasingly innovative products and services capable of satisfying the 

growing demand for new financial products. 

This is how the real estate investment funds were born, enabling real estate 

investments to be transformed “in portions” of financial assets that allow the 

generation of liquidity without the investor having to directly acquire a property20.  

The real estate fund is a financial product and was already extremely widespread in 

Europe and especially in America before being introduced in Italy. 

Indeed, as a small note, the term “Real Estate” finds its roots in two English 

terminologies: the adjective “real” (estate) and the noun “estate” (property, heritage), 

 
19 Questioni di Economia e Finanza. L'andamento del mercato immobiliare italiano e i riflessi sul sistema 

finanziario.  Numero 59, Dicembre 2009.  
20 Questioni di Economia e Finanza. L'andamento del mercato immobiliare italiano e i riflessi sul sistema 

finanziario.  Numero 59 , Dicembre 2009. 
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which is used to indicate the set of operators, products and services referring to the 

real estate market21. 

This type of funds, available in Italy since 1998, given its capacity to conserve value 

over time, represent an interesting alternative to traditional investments, especially in 

those market phases where the progressive reduction of interest rates makes it 

attractive invest in real estate. 

With the approval of the act Testo unico della Finanza del 199822, the discipline of 

this asset management segment has been changed. 

However, the Italian legislation is still affected by an “adjustment” phase, so that the 

text is updated with the changes made by the legislative decree number 49 of 10 May 

2019, in force since 10 June 201923. 

Although the expression Real Estate originates from the countries of common law 

ordering, recently it has spread up in commonly used terminology also in Italy. 

A definition of real estate fund provided by M. Liera reads: "Autonomous assets 

divided into shares of equal unit value, subscribed by a plurality of subjects (small 

retail investors and institutional investors) with the aim of investing it entirely or 

mainly in real estate (real estate, real rights on real estate and holdings in real 

estate companies), through an adequate typological and geographical diversification 

of the portfolio and in respect of a specific maximum time horizon, on the basis of a 

collective delegation to a specialized professional intermediary, precisely the asset 

management company, which assumes the responsibilities of the representative "24.  

As anticipated earlier, these financial instruments make it possible, essentially, to 

transform real estate investments, which by their nature require longer periods of 

time than investments in securities, in portions of financial assets that allow them to 

generate liquidity without the investor having to directly acquire a property. 

These funds are principally characterized by the legal constraint to invest assets not 

less than two-thirds in real estate 25, real property rights and investments in “real 

 
21 Barrucci E., Raccolta e Performance dei Fondi Comuni di Investimento in Italia, Milano, Assogestioni, 

2007, pp. 12-14.  
22 Decreto legislativo n. 58/1998 (TUF) del 24 febbraio 1998, titolato “Testo unico delle disposizioni in 

materia di intermediazione finanziaria, ai sensi degli articoli 8 e 21 della legge 6 febbraio 1996, n. 52” 

(attualmente aggiornato con le modifiche apportate dal D.Lgs. n. 49 del 10 maggio 2019, in vigore dal 10 

giugno 2019) 
23 Testo consultabile sul sito: http://www.consob.it/web/area-pubblica/tuf-e-regolamenti-consob.  
24 Liera M., Capire i mercati finanziari. Gli investimenti alternativi, il Sole 24Ore, Milano, 2006, p. 29.  
25 The two-thirds share is reduced to 51 percent if at least 20 percent of the fund's total value is invested 

in financial instruments that represent securitization transactions involving real estate, real property rights 

or loans secured by a real estate mortgage.  

http://www.consob.it/web/area-pubblica/tuf-e-regolamenti-consob
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estate companies”, i.e. companies that carry out construction, development, purchase, 

sale and management of properties 26.  

To improve the liquidity of the fund, it is possible to invest the excess part of the 

assets in listed or unlisted financial instruments, credits, securities and bank deposits. 

These funds are closed, therefore they provide for a right to reimbursement of the 

amount subscribed only at a certain date 27. 

Moreover, for reasons of clarity and completeness of the topic, it should be added 

that closed-end funds have the following features: 

• Object of the investment and overall composition of assets: bank deposits, financial 

instruments, real estate, real property rights and investments in real estate companies, 

credits; 

• General prohibitions: in the management of closed-end funds it is not allowed to 

sell “short” financial instruments and invest in instruments issued by the SGR that 

established or manages the fund; 

• Limits to the concentration of risks: for real estate, the fund cannot be invested, 

directly or through subsidiaries, for more than one third of its activities, in a single 

immovable property with unitary urban and functional characteristics; 

• Borrowing: closed-end funds can take out loans, even to make early repayments for 

new issues of shares, up to a maximum limit of 10% of the total net value of the 

fund; 

• Unlisted financial instruments: unlike the provisions for open-ended funds, for 

closed-end funds there are no limits to investing in unlisted instruments; 

The lower exposure to the risk of illiquidity excludes, indeed, the opportunity to set a 

cap on investment in assets that are more difficult to assign. 

Two legal texts, the dl n. 351 of 2001 and the dm n. 47 of 2003, introduced the 

possibility of subsequent issues of quotas and early repayments to increase the 

liquidity of the fund. 

The minimum duration foreseen by these types of financial investments is 10 years, 

while the maximum can reach even 30 years. Consistent with the dynamics of the 

sector in which it operates, the real estate sector should not be understood as a short-

term speculative tool, but as a use with a long-term time horizon 28.  

 
26 Real estate funds cannot carry out direct construction of real estate assets. 
27 Nadotti L., Porzio C., Previati D., Economia degli intermediari finanziari, McGrawHill, 2013, pp. 142-

147 
28 In reality, the duration of the funds can currently be up to 50 years (www.reim.bnpparibas.it).  

http://www.reim.bnpparibas.it/


23 
 

The “expiration date” also marks the time when the assets will be distributed, as 

established in the prospectus. 

Usually a return target is also provided, distributed later through down payment 

dividends. 

These funds are created with an initial endowment of pre-established assets, variable 

due to changes in value linked to the appreciation/depreciation of assets; this heritage 

is divided into a predetermined number of shares. 

The first phase of setting up the fund is its subscription. 

The purpose of the fund is to collect a certain amount of capital from its subscribers, 

which will then be used to manage the portfolio. 

Subscriptions are open until this amount of money is reached; at which time the 

subscriptions are closed. 

The second phase concerns the selection of the buildings to be surveyed, carried out 

considering the fund management lines and its regulation. 

The acquisition strategy will largely be determined by the market situation in which 

the fund operates and by the amount of capital raised 29.  

The quotas can be subscribed only during the offer phase and the repayment usually 

takes place only at maturity; however, it is possible to buy them or sell them in a 

regulated market if they are traded. 

In fact, the listing on a regulated market is required by law and guarantees greater 

liquidity to capital. 

The participants in the fund can get back the capital invested or increased by any 

capital gain or penalized by the market discount, or by the difference that exists at a 

given time between the market price and the asset value of the share. 

Today, after several regulatory interventions, the goal of real estate finance is the 

creation of value through a more careful management of real estate assets, partially 

modifying the traditional approach that saw the revaluation of buildings as the 

vehicle for defending the real value of assets from danger of devaluation deriving 

from inflationary tensions. 

The enhancement interventions on real estate assets allow, in perspective, to facilitate 

the spread of financial instruments, whose profitability is guaranteed by the cash 

flows generated through the lease payments and the capital gains derived from the 

 
29 Furthermore, on the basis of the profitability analyzes carried out on the properties, initiatives may be 

taken to diversify the portfolio mix based on different segmentation variables: the area (sqm) of the 

individual buildings, the type of use intended (offices, residential properties, hotels, shopping centers, 

etc.) the geographical location and the particular urban context (center, periphery). 
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revaluation of the assets. Hence the growing push towards financialization, involves 

the public and private real estate sectors30. 

Among the main elements it is possible to identify three distinct instruments: 

- the first is precisely represented by the Real Estate Funds; 

- the second is defined as SIIQ; 

- the third, finally, consists of Securitization; 

 

Moreover, real estate funds can be classified according to certain factors: 

▪ the target public, retail or qualified investors, such as banks, insurance companies, 

reserved funds; 

▪ the methods of acquisition of the properties, specifically: to contribution, 

constituted through the direct contribution of the properties, and ordinary, constituted 

through the subscription of shares and subsequent financing of the capital raised; 

▪ dividend distribution: distribution or accumulation policy. 

It must be said that qualified investors are characterized by an institutional nature 

that differ from the generally identifiable retail investor in a natural person. 

The retail investor can only invest in a certain type of real estate funds (listed closed-

end real estate funds) in part like other forms of investment present abroad. 

To cite an example, we mention the Real Estate Investment Trusts - REITs of the 

United States, listed companies whose objective is the purchase of properties capable 

of producing adequate profitability 31.  

That said, within the Italian legal system it is possible to classify real estate funds on 

the basis of some criteria: 

 

According to the fund establishment method: 

A) Ordinary collection: 

- closed; 

- with reopening of subscriptions; 

B) Contribution: 

- public; 

- private; 

- mixed; 

 
30 Cestari E., Elementi di Finanza Immobiliare, Università di TorVergata, 18 gennaio 2013. 
31 Hoesli M., Morri G., Investimento immobiliare Mercato, valutazione, rischio e portafogli, Milano, 

Hoepli, 2014, pp. 69-71.  
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According to the type of investors for which the units are intended: 

A) Indistinct public (retail funds); 

B) Reserved for professional investors; 

C) Speculative real estate funds; 

 

The “Fund Regulation” constitutes the document that states the mandate of the 

subscribers towards the SGR, the management strategy, the investment policies, and 

among the other elements it must include: 

- Duration: in number of years, explaining the possibility and methods of extension 

to the defined deadline; 

- Type (ordinary or speculative, for cash/contribution/mixed); 

- Fund assets: minimum and maximum threshold referred to the AUM; 

- Recipients of the fund: qualified investors (reserved fund) or general public (retail 

fund); 

- Asset allocation: type of properties, location, etc. 

- Expenditure regime: with the clear indication of the management costs that 

will remain the responsibility of the Fund; 

- Fund units: in addition to the shares to be allocated to all subscribers (of the same 

amount and rights), an additional class of units may be envisaged, in order to 

remunerate the investors' risk or allow the dealer to benefit from the surplus arising 

from the enhancement of the buildings or to attribute particular administrative rights; 

- Fund governance; 

- Rules governing reopening of subscriptions and redemptions of units of proceeds: 

regulation may provide for distribution to participants of the operating income, also 

considering the fund's profitability forecasts; Undistributed income is reinvested in 

the fund. 

- Rules relating to the replacement of the SGR; 

 

The main subjects involved in the establishment, approval and management of the 

real estate fund can be divided into: 

- Management; 

- Control; 

- Governance; 
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The same activities are carried out by a heterogeneous set of internal subjects: 

- SGR; 

- Unitholders' Meeting; 

- Advisory Committee and external subjects: 

- Supervisory authority: 

- Consob; 

- Banca d’Italia; 

- Custodian Bank; 

- Independent experts; 

- External advisors. 
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In the next figure the exposed elements are illustrated. 

 

 

Figure 4: Elements of Real Estate Funds 

 

 

 

 

 

 

 

Source: Hoesli M., Morri G., Investimento immobiliare Mercato, valutazione, rischio 

e portafogli, Milano, Hoepli, 2014. 
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The following figure shows the supervisors involved and their functions. 

 

Figure 5 - Supervisory Authority and functions 

 

 

 

Source: Hoesli M., Morri G., Investimento immobiliare Mercato, valutazione, rischio 

e portafogli, Milano, Hoepli, 2014. 

 

A little mention deserves the Governance. 

 

In fact, it is important to highlight that a real estate fund, as each OICR (Organismi 

di Investimento Collettivo del Risparmio), is aimed at investing public savings and 

not at corporate activity. 

The collective investment undertakings in Italy are variable legal entities that invest 

sums of money collected in the public of savers in financial instruments or other 

assets, operating according to the principle of risk spreading32. 

 
32 Art. 1 Decreto legislativo 24 febbraio 1998, n. 58. 
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The collective investment savings organizations are in this sense: mutual investment 

funds and the Investment Companies subdivided into SICAVs, the investment 

companies with a variable capital and the SICAFs, i.e. the ones with fixed capital; 

 

Between the two there is a profound difference: in the first (mutual investment 

funds), which are managed by the SGRs, investors are not shareholders and their 

investments constitute an independent asset that is clearly detached from the 

company's assets, receiving shares in the fund and never shares in the company. 

On the contrary, in the SICAVs investors become shareholders and subscribe shares 

directly issued by the company, without distinction of assets. 

For this reason, the investor has a passive role in the management: unlike a company 

the subscriber of the fund has no right to nominate the directors (appointed by the 

SGR), but by investing in the fund implicitly delegates the SGR. 

 

The system is shown in figure 6. 

 

Figure 6: The governance of a real estate fund 

 

 

Source: Hoesli M., Morri G., Investimento immobiliare Mercato, valutazione, rischio 

e portafogli, Milano, Hoepli, 2014. 
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1.3 Financial real estate-based instruments as driver of 2008 financial crisis 

 

The subprime financial crisis began in the United States in 2006. The conditions of 

the crisis date back to 2003, when the provision of high-risk mortgages began to 

increase significantly, due to loans granted to clients who would not have obtained 

credit under normal conditions (the so-called “subprime mortgages”, since they 

would not have been able to provide sufficient guarantees). 

The factors that have stimulated the growth of subprime mortgages are attributable, 

among other things, to the dynamics of the US real estate market and the 

development of securitization process. 

Since 2000 and until mid-2006, housing prices have grown steadily and significantly 

in the United States, generating a real housing bubble 33.  

The monetary policy of those years was clear: low interest rates induced to a low cost 

of money for borrowers, for families that required mortgage loans. This condition, 

therefore, ended up stimulating the demand for housing and further fueling the 

relative prices. 

Furthermore, the real estate bubble made it convenient to grant loans from financial 

institutions which, in the event of the borrower's insolvency, could still recover the 

money lent through the taking over and resale of the home. 

In addition to the real estate bubble and low interest rates, the growth of subprime 

mortgages was also supported by the development of securitization transactions and 

by the possibility for credit institutions to transfer mortgages; indeed, after having 

“transformed” mortgages into securities, these where transferred to third parties34, 

allowing immediately to recover most of the credit that they would otherwise have 

received only at the end of the loans themselves (10, 20 or 30 years later). 

The securitization allowed the banks, apparently, to get rid of the risk of insolvency 

of the borrowers and thus weakened the incentive to correctly assess the reliability of 

the customers. 

The vehicle companies, for their part, financed the purchase of securitized mortgages 

by offering investors short-term securities. 

 
33 This dynamic was favored by the accommodative monetary policy of the Federal Reserve (FED), 

which maintained interest rates at historically low levels until 2004, in response to the crisis of the 

Internet bubble and the attack of 11 September 2001. 
34 The so-called "vehicle companies". 
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The vehicle companies35 presented as “assets” component the medium and long-term 

loans transferred by the banks and as “liabilities” the short-term securities36, 

guaranteed by the transferred banking activities and assisted by liquidity lines made 

available by the banks themselves. 

An alternative method of securitization provided for the issue of so-called CDOs37 

always through special vehicle companies38 and re-securitization transactions, in 

which the underlying assets were mainly structured securities. 

In a context of low interest rates, securitized securities have been subscribed by 

many investors both in the US and in Europe. This circumstance created the 

conditions for the transmission of the crisis from the US economy to European 

economies. The development of securitizations has led to the transition of the banks' 

business model from the “originate and hold” approach39 to the “originate and 

distribute” approach40.  

As a result of the securitization, the banks quickly returned to the availability of the 

money lent, which they could re-use to provide other mortgages to customers whose 

reliability was assessed in an increasingly less accurate manner. 

Thanks to securitization, financial institutions were able to greatly expand their 

activities in relation to their own capital (leverage) and this allowed them to make 

very high profits, but also exposed them to the risk of substantial losses. 

The role of “Rating Agencies” was defined and, in this framework, the securitization 

operations generated very complex structured products, little standardized and not 

very liquid; furthermore, structured products were mainly traded over the counter 

(OTC), in outside regulated markets, and in the absence of “significant” prices that 

can be used for their assessment shared by market operators. 

In this context, against the opacity of the products and the difficulty of appreciating 

their value, the Rating Agencies' judgment has assumed an increasing importance as 

a shared reference for the evaluation of the products. 

The rating, however, expressed the results of estimates based on the valuation 

models adopted by the agencies and was therefore subject to the limits that the 

 
35 Special purpose vehicle – SPV. 
36 Asset backed commercial paper – ABCP. 
37 Collateralized Debt Obligations. 
38 Often also indicated with the initials CDO. 
39 The bank provides the loan and waits for a period of time before recovering the sum lent and the 

relative interest. 
40 The bank provides the loan and transfers it to third parties through a securitization, immediately 

recovering the sum lent. 
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assumptions underlying the models themselves could present41; these limits became 

evident following the outbreak of the sub-prime crisis, when it became clear that the 

agencies had used models that were not sufficiently sophisticated, that is, based on 

hypotheses and scenarios on the evolution of the economic picture, which were too 

optimistic. 

In that circumstance it was also clear that the agencies had assigned ratings that were 

in a way “too generous” (also due to conflicts of interest that created incentives in 

this direction) and had proved too cautious in reviewing their judgment on the issuers 

that were beginning to manifest the first crisis signals. 

 

At the beginning of 2004, the FED began to raise interest rates in response to the 

recovery of the US economy. 

 

The mortgages became more and more expensive and the cases of insolvencies of the 

borrowers unable to repay ever more expensive installments increased. 

The demand for real estate was reduced, with the consequent bursting of the housing 

bubble and contraction of the value of mortgages in order to guarantee the existing 

ones. 

The financial institutions most involved in the provision of subprime mortgages 

recorded heavy losses; furthermore, starting from July 2007 and throughout 2008, 

various downgrades of the credit rating (downgrading) of securitized securities by 

rating agencies followed one another. 

These securities, now widespread on the market, lost all of their value and became 

illiquid, forcing the vehicle companies to request funds from the same banks that 

issued them and that had guaranteed liquidity lines. Some banks, however, were 

unable to find the liquidity needed to meet these demands, as no financial institution 

was willing to give them credit. 

In a context of poor clarity about the distribution of structured securities in the 

financial system, in fact, the interbank market experienced a sharp increase in rates 

and a significant contraction in the willingness of banks to grant credit to other 

financial institutions. 

A liquidity crisis developed from the crisis of confidence 42. 

 
41 CONSOB, La crisi finanziaria del 2007-2009, sul sito: www.consob.it. 
42 Bernanke, B. Monetary Policy and the Housing Bubble, Speech to the Annual Meeting of the American 

Economic Association, Atlanta, Georgia, 2010:  
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The banks suffered heavy losses not only for the exposure to the vehicle companies, 

but also for the exposures to subjects hit by the crisis (for example, the funds that had 

invested in the securitized securities), or the direct possession of structured securities 

for reasons of investment. 

These circumstances led some of the major US financial institutions to go bankrupt, 

avoided only thanks to the intervention of the Treasury in agreement with the FED. 

However, the investment bank “Lehman Brothers” did not receive state aid or 

support from private parties and initiated bankruptcy proceedings on September 

15/2008. 

 

The insolvency of the American investment bank Lehman Brothers triggered a new 

phase of intense instability. 

 

The decision of the American Authorities to let a large financial institution fail, with 

a large and relevant operation outside the US, deeply shaken the confidence of the 

operators, fueling a climate of very strong tension and uncertainty on the markets. 

The default of Lehman Brothers generated widespread concerns about the solidity of 

other merchant banks and concerns about the effects of exposure to these institutions 

of all other market participants. 

The sharp increase in “counterparty risk” perceived by operators led to a new drastic 

reduction in liquidity on the interbank deposit market and an increase in short-term 

rates, despite the fact that Central Banks, as will be discussed below, had already 

initiated massive liquidity injections43. 

The crisis appeared more and more in its systemic nature, with unprecedented 

turbulence that extended from the market of structured products to stock markets, in 

particular to securities of companies in the financial sector and progressively to the 

entire financial system showing a high degree of interconnection. 

Due to the direct or indirect exposure of the banks of some European countries to the 

phenomenon of subprime mortgages, the contagion spread to Europe; the financial 

crisis is quickly transmitted to the real economy. 

In fact, the subprime crisis shifted to the real US and European economy, causing a 

fall in income and employment. The fall in bank credit to households and businesses, 

the collapse of stock markets and house prices contributed to this fall (the so-called 

 
http://www.federalreserve.gov/newsevents/speech/bernanke20100103a.htm. 
43 CONSOB, La crisi finanziaria del 2007-2009, sul sito: www.consob.it. 
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“Wealth Effect”) and the progressive deterioration of the expectations of families and 

businesses, with consequent repercussions on consumption and investments. Finally, 

the commercial interdependencies between countries led to a heavy reduction in 

world trade. 

The worsening of the crisis prompted the US government to intervene with a bailout 

plan for the financial system and large US credit institutions, articulated both in 

“nationalization” operations and in private securities purchase programs. 

During the two-year period 2007-2009, the TARP’s44 “Securitized Assets Purchase 

Program”, whose size was initially set at 700 billion dollars, it reached a total of 

7.700 billion dollars and involved the introduction of liquidity on the banking market 

at rates close to zero by the FED in support of banks and insurance companies. 

In Europe, the crisis came first in “Northern Rock”, the fifth UK credit institution 

specializing in real estate loans, the subject of a bank run in mid-September 2007. 

The European debt contagion spread from southern European countries starting in 

2008 and engulfed most of the continent, as shown in the following figure. 

 

Figure 7: Impact of European economic crisis 

 

 

Source: CONSOB 

 

 

 
44 Troubled Asset Relief Program. 
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The British Central Bank proceeded with the nationalization of the institute, 

committing approximately 110 billion pounds; this intervention was followed by 

others, also in the form of recapitalizations and purchases of bonds in support of 

various banks in crisis45. 

Substantial bailout plans for distressed banks were arranged by Belgium, Denmark, 

France, Germany, Greece, Luxembourg, the Netherlands, Portugal and Sweden. 

Overall, the aid provided by the governments to the banks of the respective national 

systems reaches 3.166 billion euros in Europe, in the form of guarantees (2.443 

billion), recapitalizations (472 billion) and lines of credit and loans (251 billion; 

MBRES data in December 2013). 

In particular, in Germany public aid to banks was of considerable amount, both in the 

form of guarantees on bank liabilities and in the form of subscription of shares or 

subordinated securities (over € 380 billion in guarantees and around € 56 in capital). 

In Spain, the largest recapitalization intervention involved the European rescue fund 

(EFSF), which in 2012 granted a loan to the State of over 30 billion euros; this sum 

constitutes the first tranche of the 100 billion aid granted by the European Union to 

the country for the recapitalization and restructuring of the domestic banking system. 

 

Figure 8 defines the crisis. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
45 CONSOB, La crisi finanziaria del 2007-2009, sul sito: www.consob.it. 
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Figure 8: The financial crisis in Europe 

 

 

 

 

 

Source: CONSOB 

 

 

The graph shows the deficit/surplus Percentages (blue), debt (green) and GDP 

(orange) of Ireland, Portugal, Spain, Greece and Italy, compared with those of the 

EU, Eurozone, United Kingdom and Germany (2009 data). 

In Italy, on the other hand, the banking system was not assisted by significant public 

support measures until the end of 2011. 

In fact, the State limited itself to subscribing subordinated bonds, for a total amount 

of just over 4 billion euros, issued by four banks, against the commitment of the 

issuing institutions not to reduce the credit granted to the real economy. 

The greatest difficulties for Italian banks, on the other hand, have been determined 

by the Sovereign debt crisis which, having intensified since mid-2011, has caused a 
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deterioration in bank assets due to the substantial direct investments of credit 

institutions in domestic public securities. 

The intervention of the State, in this case, took the form of a public guarantee on the 

bonds issued by the banks (for an amount of approximately 120 billion) with the aim 

of alleviating the difficulty of funding them by reducing the cost of bond funding and 

access to refinancing operations with the ECB guaranteed by the bonds themselves46. 

Bank bailouts significantly increased the public debt of the countries involved, laying 

the foundations for the so-called “Sovereign debt crisis”. 

In the end, it resulted necessary the intervention of Regulators and the reform of the 

Supervisory structures. 

In addition to public interventions for the rescue and nationalization of some 

institutions in greater difficulty, in many jurisdictions, the securities Regulators 

(Consob among the first) have activated urgent intervention measures, such as the 

prohibition of short selling of shares. 

In the light of these events, a European Regulation on the subject was subsequently 

adopted, in force since November 2012. 

The crisis has also challenged the resilience of almost all the sectors of the regulation 

of the financial system, from that on capital requirements to that on accounting 

principles; furthermore, the need emerged to review the traditionally oriented 

approach to “self-regulation” in some sectors of the financial market, including that 

relating to rating agencies, speculative funds and also the so-called OTC markets, 

and to dictate more binding standards in corporate governance issues, especially with 

regard to manager remuneration and risk management policies47. 

Finally, the events highlighted the need for a reform of the institutional structures of 

financial supervision in Europe and the USA. 

From these reflections, following a broad and articulated debate, a new institutional 

architecture was designed in Europe aimed at promoting harmonized rules and 

uniform supervisory and enforcement practices. 

 

 

 

 

 

 
46The ECB, the ESM and Stability Bonds - European Parliament, 31/12/2011:  www.europarl.europa.eu 
47 CONSOB, La crisi finanziaria del 2007-2009, sul sito: www.consob.it. 
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CHAPTER 2: Risks and Risk Management Process in Real Estate Market 

 

2.1 Risk Management: General Framework 

 

The credit sector in recent years has undergone a regulatory evolution in terms of 

risk, which has led to greater attention particularly following the 2008 financial 

crisis. 

One of the risks that must be taken into consideration is the Real Estate Risk, 

although critical elements continue to exist, along with some regulatory gaps in the 

matter. 

Within this chapter a detailed analysis of the “Risk Management Process” has been 

carried out, of the main phases of which it is composed (7 Phases), of the most 

important players involved in the development of this activity, of the different “risk 

classes” (Financial vs Non-Financial risks), the quantitative risk measurements 

applied within this context and, finally, of the regulatory framework currently in 

force in Italy. 

In this section it is appropriate to make a small introduction about risk management 

in general. 

The traditional practice of risk management until a few years ago focused on 

covering pure risks and their possible consequences. In the last period many things 

have changed, indeed risk management is part of the corporate action and it 

integrates the activities aimed at achieving results.  

Companies concentrate accordingly on the risks they can take, now and in the future, 

and how these can contribute to their success. 

The understanding and integration of risks in the company's strategic policies must 

be constantly guided by the desire to respond to the critical question: "how to 

manage risks and derive value from them"? 

Risk management must therefore contain two dimensions. 

One linked to up-side risk, that is to say the search by the company to create value by 

exploiting the opportunities (knowing how to manage a specific risk means for 

example being able to market a new product compared to competitors), the other 

connected to the downside risk, that is the willingness of the company to create value 

by protecting itself from potential damage 48. 

 
48 Richter Quinn L., ERM Embracing a Total Risk Model, Financial Executive, 2005, pp. 47-52.  
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In Italy, the issue of risk management was formalized in 1999, with the publication 

of the Corporate Governance Code (Codice Preda) by the Committee for the 

Corporate Governance of Listed Companies, established by Borsa Italiana S.p.A49. 

The Code presents itself as a model of corporate organization adequate to manage the 

correct control of business risks and potential conflicts of interest, which can always 

interfere in the relationships between directors and shareholders. 

It is a self-regulatory tool that offers a model of "Best Practices" which is neither 

mandatory nor binding. 

From a corporate governance perspective, therefore, the issue of the assessment and 

management of corporate risks is closely intertwined with that of the design and 

implementation of internal control systems, to guarantee corporate efficiency and 

effectiveness, to safeguard corporate assets and ensure compliance to laws and 

regulations. In reality, however, the issue of risk management goes beyond the legal 

perspective. In the last decade, in fact, the world has changed profoundly. 

The advent of ICT has led over time to the expansion of the market, from local to 

global. 

Increasingly fierce competition has contributed to increasing investors' expectations 

regarding the profitability and productivity of the investments made, changing the 

orientation of management towards measures capable of creating value in all 

business realities. 

The current scenario has substantially interconnected components. 

Over time new risk factors have emerged, unknown in the past, which contribute 

every day to raising the uncertainty of the economic system. 

The "traditional" method of business management is increasingly inadequate. 

The continuity of success requires initiatives and innovations capable of profoundly 

renewing the company 50.  

In fact, if the company has the need to keep itself more and more flexible in order to 

know how to respond promptly to environmental changes, “the importance of the 

tools that allow interventions on behaviors more quickly grows”51, that allow it to 

manage uncertainty, identifying opportunities and averting threats, so as to improve 

performance and create value for shareholders. 

 
49 Corporate Governance Committee, CODE OF CONDUCT, July 2015, on the website: 

www.borsaitaliana.it 
50 Fagotto F., «Simulazione e modello del bilancio d’esercizio», in Brunetti G., Coda V., Fagotto F., 

Analisi, previsioni, simulazioni economico-finanziarie d’impresa, Etas, 1990, Milano, pp. 112-120. 
51 Fagotto F., op cit., p. 119. 
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Strategic control systems capable of freeing entrepreneurial creativity and 

management innovation capacity, involving and empowering the people who 

"matter" within the company. 

The Risk Management culture has always been present in the company even if 

sometimes in a way that is not adequately structured and formalized. 

One of the concepts underlying capitalism, in fact, is that without the risk of capital 

investment there is no compensation. 

The “successful company” is characterized by its ability to manage unfavorable 

events, which can compromise the achievement of its pre-set objectives, that is, in a 

broad sense to protect the value of its assets and, at the same time, create new ones. 

The Risk Management was once a sectorial activity limited to the analysis of 

particular types of risk or specific business areas. 

This has meant that within the company, different Risk Management activities have 

been commissioned and carried out by referents on the same processes but with 

different purposes and methods. 

Today the traditional approach is being modified, directing it towards a more 

integrated approach, starting from an organizational point of view, with the creation 

or the “assembly” of the various Risk Management functions present in the company. 

The Risk Management currently is the activity carried out by multiple actors, such as 

functional managers, who interact with the same corporate referents, such as the 

project manager and the managing director. 

The key players and functions that contribute consistently in achieving the objectives 

of Risk Management have been carefully identified by those international entities 

whose objective has been to identify and outline the key points of the corporate 

governance system; the aim is greater efficiency and adherence to regulatory 

principles, without overlapping activities. 

Based on the nature and size of the organization, Risk Management can be managed 

by a consultant who carries out, within time limits and for individual risk categories, 

the implementation of risk management analyzes and processes. 

The various responsibilities regarding risk management, which must be reported in 

the corporate policy documents, are broad and extensive. 

In this regard, it is important to avoid possible overlapping roles, assigning a clear 

and well-defined function to the Risk Manager who must be supported by the other 

company managers. 
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In Figure 9, the Stages of integrated enterprise risk management are highlighted. 

 

 

            Figure 9: Stages of integrated enterprise risk management 

 

 

 

 

 

 

Source: www.researchgate.net 
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The advantages of an Integrated Risk Management can be summarized in terms of: 

 

 

 

 

 

➢ Effectiveness: 

 

- 80% of value losses concern the interaction between multiple risks; 

- The risk can be transferred "unknowingly" from one function to another; 

- Chain reactions often crush risk specialization; 

- Most of the losses are the result of a series of high impacts but of low probability of 

occurrence (11 September, Hurricane Katrina, etc.); 

- Financial management; the evidence towards the market of the existence of an 

integrated Risk Management process produces positive effects on: 

- Stock quotes/market capitalization; 

- Rating agencies/cost of capital52. 

 

 

➢ Efficiency: 

 

- A growing number of companies find that their business can be "risk assessed to 

death"; 

- A growing number of risk specializations, however, that use analysis methods and          

similar assessments that lead to homogeneous conclusions. 

 
52 Beretta S., Valutazione dei rischi e controllo interno, Università Bocconi Editore, Milano, 2004, pp. 

56-59. 

Effectiveness 

Efficiency 

Utilities for Top Management 
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Observing the guidelines of the “Turnbull report” 53, we note that, to be effective, the 

Internal Control Process must then be incorporated into existing operational 

processes and must be consistent with the corporate culture. 

It must also be equipped with adequate internal / external reporting procedures both 

to rapidly convey information regarding the manifestation of risks to the reference 

managerial bodies and to quickly identify and communicate any inefficiencies in the 

control system employed. 

Compliance with these principles of good corporate governance will also ensure the 

ability of the system to identify and respond in a timely manner to new sources of 

risk that can be generated both within the organization and by changing the context 

outside the company. 

It is also important to enhance, in the complex risk management process, a sector 

where efficiency is of absolute importance: the efficiency of the information system. 

This in fact does not only fulfill internal communication needs (towards 

management), since Enterprise Risk Management is an approach that is oriented, 

among its various objectives, also to optimize external communication to all 

categories of stakeholders in the company (shareholders, bondholders, customers, 

suppliers, state, financial analysts, rating companies, etc.). 

 

 

➢ Utilities for Top Management: 

 

- The board is increasingly interested in key business risks; 

- Concerns about personal and criminal liability; 

- Increased risk for managers, not balanced by the increase in compensation with 

consequent difficulties in attracting managers without providing evidence on the 

existence of a solid and complete risk management process; 

- Pressing requests from management on the need to carry out in-depth risk 

analysis; 

- Request for guarantees on the appropriate management of key risks54;  

 

 
53 The Turnbull Report was first published in 1999 and set out best practice on internal control for 

UK listed companies. In October 2005 the Financial Reporting Council (FRC) issued an updated 

version of the guidance with the title 'Internal Control: Guidance for Directors on the Combined 

Code'. In September 2014 this was superseded by the FRC's Risk Guidance. 
54 Beretta S., op. cit., pp. 60-61. 
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Risk management must extend well beyond the traditional financial risks to 

understand a wide variety of new risks: strategic, operational, legal and image. 

Companies face a variety of new challenges in their attempt to maximize profits: 

globalization, e-business, new partnerships. 

These elements, together with the increasing rapidity of change in operational and 

environmental contexts, require continuous attention and reaction capacity also in 

identifying and managing corporate risks. 

Many companies look at this practice with suspicion, as they do not perceive its real 

value, they maintain that the distance from theory to practice is still too much or that 

they do not have the information necessary to identify and, above all, measure risk. 

Moreover, there are many resistances on the part of managers in making the risks 

that their divisions run at corporate level.  

The Risk management activity is acquiring significant importance in every business 

analysis, not only in the eyes of management but also in those of the financial market 

control bodies, to the point of being considered “one of the qualifying features of the 

corporate governance systems adopted by the companies "55.  

 

In Italy the question is very relevant. In Milan, the 2015 edition of the Risk 

Management Observatory in Italian companies, at the Politecnico in collaboration 

with ANRA and Confapi Industria, gave important data. 

Among the results that emerged, a significant growth of companies (from 49.5% of 

the total in 2013 to 81.9% in 2015) that see “risk” as an advantage and take risk 

management actions. 

The awareness and culture in risk management in our Country is growing to the point 

that risk management actions are a critical success factor and can represent an 

advantage in the competitive arena for almost 82% of Italian companies (as said 

earlier, it was 49.5% of companies in 2013). 

Moreover, it is above all the medium-sized companies that take a leap forward in the 

adoption of risk management techniques, passing from 50% of the previous survey to 

85% of the current analysis, exceeding even large companies (82%). 

Finally, precise and constant monitoring activities, together with training and 

dissemination activities, also play an important role in the management of 

organizations. 

 
55 Beretta S. (a cura di), Control & Risk Self Assessment: lineamenti metodologici ed analisi di best 

practice, CESAD, Milano, 2004, p. 79. 
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In this sense, it is essential to bring the issue of risk in an increasingly widespread 

manner within companies, from the Board's tables to line managers. 

 

The next figure shows the management of corporate risk: 

 

Figure 10: Who deals with risk management in the company 

 

 

 

Source: Observatory on Risk Management in Italian companies 

 

 

Companies must understand the importance of evolving from a traditional 

approach of delegating responsibility for certain risks to each function/division; 

instead it is necessary to adopt an “integrated” risk management approach.  

In the past the operating units managed the operational risks and the 

administrative functions controlled the credit risks, but this approach has often 

yielded unsatisfactory results. 

 

The risks are, in fact, highly interdependent and cannot be managed in a fragmented 

way exclusively by independent functions/divisions. 

A truly integrated approach, focused on the future and process-oriented can help 

organizations, manage all business risks and identify related opportunities. 

By observing the real behavior of many companies, it is possible to identify different 

approaches that management can adopt in addressing this responsibility. 
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These approaches are distributed along a continuum ranging from merely re-active 

behaviors to pro-active risk management behavior. 

 

At the end of the spectrum characterized by maximum reactivity is the behavior of 

management that introduces risk control mechanisms and protection systems only as 

a direct response to the emergence of risky events. 

At the stage of maximum evolution for pro-active risk management, risk 

management is fully incorporated in the management of business opportunities. 

In this sense, the indications offered by the top management regarding the interest in 

assuming “new risks” (risk appetite) and the “maximum tolerated level” (risk 

tolerance) define the admissible risk-taking area and direct both strategic and 

operational management choices. The management evaluates and appreciates the risks 

associated with the various strategic alternatives, incorporates risk measures within the 

investment selection criteria, systematically monitors the evolution of the risk profile in 

order to keep it aligned with the profile negotiated with the stakeholders and compatible 

with the system of business goals.  

Through the cycle of definition of the objectives and the subsequent process of 

measuring the results, the risk management system is systematically declined within 

the organization (at all levels) and integrated into the daily management (in all 

decisions).  

The calculation of the convenience of these resources does not occur as much on the 

basis of the estimate of an uncertain differential profit, but on the valuation strategy 

that is subjectively more suitable and consistent with those specificities and with 

those alone, compatibly with a remuneration expected on the market that is 

considered satisfactory or enough. 

The conditions of widening the risk and of power imply in short a possible and 

necessary reform of the subjective statutes of the enterprise in the direction of a 

greater strategic cooperation between the different constitutive actors. 

The entrepreneurial function supports a radical enlargement and can realistically be 

assumed by that coalition of stakeholders-risk holders that explicitly assumes risks and 

powers and contributes from the different positions, tasks and competences, assuming 

responsibility and awareness of its productive function, to the realization of the 

innovative strategy.  

In an evolutionary situation, key players affirm their own goals and their own power, 
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but above all their own productive planning of the company's evolution 56.  

It is therefore the different options expressed in the different projectualities of the 

subjects, which in a continuous strategic game, must reach a cooperative solution to 

enhance the project.  

Such a coalition is the result of the dynamics of subjective interests (aimed at 

assuming risks and powers) as an aggregation of the forces available around defined 

projects for the evolution of the company on the basis of shared languages. 

In terms of competitiveness, companies are sometimes pushed to face a market risk, 

to give themselves a better, more rational and efficient organization under which they 

can achieve more satisfactory economic results.  

The company must therefore be a flexible body, able to follow the dynamics of the 

risks it faces during its life; understanding this dynamic is also important as, in some 

cases, risks can lead to the knowledge of other particular risks previously unknown. 

Differently from the past, the awareness has been reached that risks must not always 

be considered only threats to be avoided but, in many cases, if properly managed, 

they can be transformed into “opportunities”. 

Most companies are still reluctant to invest time and resources in a broad risk 

management approach, because they do not clearly understand how the company can 

be rewarded by developing Risk Management.  

Then, risk management should be considered a priority in small and medium-sized 

enterprises rather than large ones, since they are subject to a high degree of 

vulnerability, i.e. not being in a position to absorb the cost of inadequately managed 

risks. 

 

 

 

 

 

 

 

 

 

 

 

 
56 Frost C, Allen D., Porter J., Bloodworth P., op. cit., pp. 64-66. 
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2.2 Risk Management Process, 7 main phases. 

 

The term Risk Management Process literally means "Risk Management" where risk 

means the probability of occurrence of all those events that can lead to loss or 

damage to the company and the people involved (for example: damage to structures, 

damage to people physical, economic or image damage). 

In a general manner, Risk Management (RM) can be defined as the system, based on 

a logical and systematic method that allows, through successive steps, to identify, 

analyze, evaluate, eliminate and monitor the risks associated with any activity, or 

process in a way to make the organization capable of minimizing losses and 

maximizing opportunities. 

In real estate transaction, risks need to be considered and evaluated depending on 

whether they can be defined as:  

- “Internal” risks, on which can be developed an influence: financing of the project, 

cost of labour, etc. 

- “External” risks, on which the control is not possible (risks outside the system): 

terrorism attacks, pollution etc. 

The first fundamental step for risk management is to know the risks in a preventive 

way: 

 

• what are potentially harmful events; 

• how often they can occur; 

• what impact they may have; 

 

Without the awareness of the risk there is no possibility to prepare or take corrective 

and preventive actions for improvement. 

This risk assessment phase must necessarily be a continuous process aimed at 

improvement since, over time, external or internal risk factors can change and must 

include a forecast of risk management costs, in terms of economic resources, of 

capacity and of means. 

Risk management costs must not clearly exceed the costs of any damage caused by 

the materialization of the risk 57.  

 
57 Capuano P., La crisi finanziaria internazionale. Il ruolo della funzione di risk management delle 

banche, Aracne, Roma, 2013, pp. 8-11. 
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Having developed a clear vision of what is the importance of this function in 

business management, how the numbers say that in our Country in recent years there 

has been a progressive awareness of the importance of Risk Management, it is good 

to deepen the “technical” structure of this process by highlighting its key moments. 

The main factors regarding the risks and risk management processes are analyzed 

below: 

 

 

 

 

Source: Risk Management Process in Asset Management Company (SGR) Luca 

D’Antrassi, Head of Asset Valuation DeA Capital RE SGR. 

 

 

Moreover, the following table describes the main elements of the analysis that will 

be carried out in this chapter; each of the seven phases will be deeply discussed. 

 

 

 

 

 

 

• Risk Policies Setting; 

• Risk Mapping: Financial and Non-Financial 
Risks; 

• Risk Measurements; 

• Risk Assessment; 

• Risk Containment Strategy; 

• Risk Reporting;  

• Risk Model Consistency;   
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Figure 11: Risk Management Process 

 

               

 

 

Source: Risk Management Process in Asset Management Company (SGR) Luca 

D’Antrassi, Head of Asset Valuation DeA Capital RE SGR. 
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2.2.1 Risk Policies Setting: Value at risk (VaR) and Risk tolerance levels. 

 

The Asset Management is mainly based on the evaluation of the return/risk ratio. 

With this in mind, diversification into financial instruments that are not related to 

each other plays the role of minimizing portfolio risk.  

The composition of the portfolio is generally divided into an equity component and a 

bond component, which are not very correlated between them. In recent years, the 

consideration towards a third pillar on which to base the management of financial 

investments is growing: that of investments in the real estate sector, also little 

correlated to the other two components.  

The following is a brief statistical treatment of the equity and real estate sectors. For 

a correct assessment of the risk of a financial instrument, the VaR (Value at Risk) is 

often used, which expresses the maximum loss that can be expected in a given time 

interval “T” with a certain probability “P”. For the calculation of the VaR, given the 

historical series of the financial instrument, the gains/losses realized in all the 

previous time intervals of the given duration are considered.  

A histogram is then obtained where the relative probability of occurrence is 

calculated in correspondence with the percentage gains/losses placed along the x-

axis. The histogram is then approximated with a suitable probability distribution, 

often the Gaussian one, and the value of the prediction is calculated such that the 

integer of the negative tail of the distribution is equal to one minus the probability 

fixed P. 

 

In the case in which the Gaussian distribution is used, it is possible through the 

average and the standard deviation of the realized percentage gains/losses to derive 

the VaR with greater simplicity, since there are tables of correspondence between the 

integration interval centered around the half-amplitude average “k”, times the 

standard deviation and the probability value derived from the integer. 

               

So, the Value at Risk in a time T with a confidence interval of 99% is simply 

calculated as: 

VaR% = Avg - 2.33*dev.std. 
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The Value at Risk can also be expressed in absolute terms, multiplying the % VaR 

by the amount invested. The following are data obtained from the historical 

performance of the Trading System in Closed Real Estate Funds applied to an initial 

amount of one million euros, considering both a time interval of 1 year and 1 month.  

The average annual return and the VaR are then presented, comparing the values 

with those obtained from the FTSE IT All Share (formerly MIBTEL) Total Return 

index (which summarizes the performance of the Italian equity sector including 

dividends, and therefore total return) and by the ETF Euromts Global L [EMG] 

(which represents a diversified investment in European bonds with low management 

fees).  

The results presented below are recalculated quarterly.  

At the moment the historical series considered range from 01/01/2002 to 30/09/2010 

for equities and real estate trading, while they start from the beginning of the issuing 

(27/04/2004) for the EMG.  

It is therefore evident that the higher performances (average annual return of 9.95%) 

of the Trading System in closed-end real estate funds compared to the equity sector 

(only -0.47%) are obtained against a clearly lower risk, given that in 1 year the Value 

at Risk of the TS is with a probability of 99% equal to -20.95%, while the VaR of the 

FTSE IT All Share (formerly MIBTEL) Total Return is well -50.04%.  

Even in comparison with the bond ETF, the real estate trading system with a slightly 

higher VaR achieves an almost double return. 

The equity risk is constantly monitored with respect to the budget set and optimized 

over time to avoid imbalances between assets and liabilities: the investment plan is 

built in order to plan the coverage of the liabilities and ensure that, should unforeseen 

negative events occur or extraordinary in the short term, these can be reabsorbed by 

the scheme over time without affecting the mission in the long term.  

Now, before focusing on the concept of Risk Tolerance, let's consider the analysis 

process of the same: the Risk Appetite. 

The risk appetite is nothing more than "the level of risk (overall and by type) that the 

company intends to assume for the pursuit of its strategic objectives". 

According to the "Senior Supervisors Groups” (SSG) 58, a key to the weakness of the 

financial system, which led to the 2007 crisis, was the disparity between the risks 

undertaken by the companies and the risks that their board had perceived to take. 

 
58 The Senior Supervisors Group (SSG) is a forum for senior representatives of supervisory 

authorities to engage in dialogue on risk management practices, governance, and other issues 



53 
 

In other words, as also stated by the Financial Stability Board, many Boards of 

Directors did not pay sufficient attention to risk management or set up sufficient 

support structures to facilitate significant risk exposure analyzes by their banks. 

Assessing the appetite for risk “puts the board in the driving seat, giving 

responsibility and tools for setting up, communicating and disseminating through the 

company its strategic plan, declared business objective and appetite for specific 

risk”59. 

In deciding the risk appetite for each category, the board should consider company 

risk capacity. 

As already defined above, it contains the amount and type of risk that an organization 

is able to bear to achieve its business objectives, considering its capital structure, 

access to financial markets and its non-financial assets. 

If a company evaluates and selects a specific strategy that is not consistent with its 

financial risk appetite, it may decide to increase that risk. 

In this way, the risk appetite of an organization establishes a direct link between 

strategy and performance management, its risk management and its capital structure. 

 

The reflections on risk appetite generally concern a variety of focal points, such as: 

• solvency, liquidity, profits (and their volatility); 

• credit rating; 

• reputation and brand; 

• expansion into new products, customer groups or countries; 

• supply chain management; 

• acquisitions;   

• environmental impact; 

• corporate governance and compliance; 

• human resources. 

 

 
concerning complex, globally-active financial institutions. The group is comprised of senior 

executives from the bank supervisory authorities of those institutions’ home jurisdictions. The 

SSG leverages the network of relationships in the Group to share information on supervisory 

approaches and also engages with the financial services industry to better understand new 

challenges and emerging risks that systemically important institutions face. 
59 Deloitte: Principles for An Effective Risk Appetite Framework. 
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The concept of Risk Tolerance is linked to risk appetite and represents its application 

to specific objectives. 

Let's analyze the concept starting from its definition. 

The acceptable level of variation related to the achievement of specific objectives, 

and is often measured in the same units, used to measure objectives. In the Risk 

Tolerance setting, the management considers the relative importance of the 

connected objectives and aligns the tolerances to the risk appetite. Working within 

the tolerance thresholds helps to ensure that the entity remains within its risk appetite 

level and, in turn, that the entity achieves its objectives. 

While the risk appetite is “generic”, the risk tolerance is tactical and operational and 

must be expressed in such a way as to result: 

• Mapped with the same metrics used by the company; 

• Applied to the categories of objectives (strategic, operational, reporting and 

compliance); 

• Implemented by experts throughout the company. 

 

Since it is therefore defined in the context of objectives and risk appetite, it must be 

communicated using the same metrics and indicators with which performance is 

measured. 

The tolerance threshold sets the limits of acceptability of the variability of company 

performance. 

The risk tolerance quantification process is closely connected to the concept of risk 

budget: it is necessary to have knowledge and awareness of how much you are 

willing to invest to face a specific risk (or a series of risks), how many losses can be 

generated and how many resources instead, they can be saved by implementing an 

effective prevention and risk management system. 

 

 

The Risk Budget (Strategic/Maximum) corresponds to a Strategic Risk Allocation 

scheme (RAS). 

 

• The Strategic Risk Budget (objective) indicates the maximum risk to which assets 

can be exposed in the medium term, in terms of volatility at 1 year;  
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• Maximum Risk Budget (limit) sets the maximum risk determined by adverse market 

movements to which assets can be exposed for a period not exceeding 3 months. 

 

The Risk Budget is allocated on the basis of the Strategic Risk Allocation (RAS) 

scheme, optimized to the risk factors of the asset classes.  

This provides for a distribution of the risk among the investment macro-categories, 

regulated by specific limits for each class given by the allocation weight (%), the 

absolute contribution to the Volatility and by the total VaR of assets. Each 

investment class expresses premiums for the risk assumed, varying over time, based 

on market expectations.  

The parameters are internalized in the management process, to induce specific 

dynamics of general action (monitoring of overall risk and dynamic allocation 

adjustments) as a reflection of specific choices on individual classes: when the Asset 

Risk is lower than the risk tolerance level, allocation decisions and portfolio 

composition are stimulated, compatible with the set limits (AAS and RAS, volatility 

contribution and VaR), to increase risk and expected profitability.  

When the Asset Risk is equal to or greater than the Strategic Risk Budget, only 

allocation choices and the portfolio composition compatible with the set limits (AAS 

and RAS) are allowed, in order not to increase the risk or, indeed, to reduce it. In 

order of priority, priority should be given to tactical liquidation of risky assets in 

favor of monetary and /or low risk instruments, followed by composition or hedging 

choices. 

In this case, the discretion of portfolio protection interventions must provide for a 

term not exceeding 3 months that can be extended only once.  

In this context, the principle of adequate diversification applies, according to which 

the risk must be allocated based on the weights expressed by AAS and RAS: 

different allocations can be induced by the lack of adequate risk premiums on the 

market but must always remain within the budget limits.  

The investment policy will weigh the “active” financial risk based on its objectives, 

taking into account that risk and return have a direct relationship (as the risk 

increases, the return increases, and vice versa): it is understood that the Risk Budget 

must be allocated with continuity and entirely used, to maximize the probability of 

achieving goals in compliance with the set limits, subject to particular market 

conditions or specific expectations on their adverse trend. 
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2.2.2 Risk Mapping: Financial and Non-Financial Risks 

 

The risk can be defined as the uncertainty that unexpected events may occur, 

producing negative effects for the organization. 

The risk management process takes care of controlling the possible events that may 

occur, leading to losses in economic/financial, image or operational continuity.  

The identification of the various risk profiles represents the first step for an effective 

risk management process: risks can be exogenous, i.e. linked to the external 

environment in which the company operates and that are linked to the business 

processes. Once the correlation between probability of occurrence and significance 

of the impact has been identified, it is possible to proceed with the mapping of the 

risk profiles that may affect the company.  

In this way it is possible to highlight the areas for which immediate actions are 

necessary to mitigate the risks, reducing the probability of occurrence of the harmful 

event or the importance of the impact. In this section we will proceed to carry out a 

risk mapping activity, making the distinction and analysis of the financial risk and 

the non-financial risk. 

 

 

In the figure below the subdivision between the two categories: 

 

 

 

 

Source: Personal processing. 
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Non-Financial Risks 

 

• Operational Risk 

 

One of the characteristic aspects of the evolutionary process of modern financial 

institutions is the growing attention to the identification, measurement and 

management of risk.  

The recent turbulence observed on the markets, in particular the financial ones, have 

emphasized once again the problem related to the control of the risk, which in turn 

needs to be placed in the broader one of management of “compliance". The concept 

of Operational risk is intrinsic to the performance of any human activity and 

therefore related to every business activity.  

Organizations that may be affected by the harmful effects deriving from an 

underestimation of operational risk do not belong exclusively to the financial sector 

and indeed, often play a decisive role in the real economy, even in the real estate 

management activity. Before the regulation had with Basel III 60, Operational Risk 

suffered from the lack of an unambiguous and shared definition, being considered a 

residual risk with respect to credit and market risks and therefore included in a 

heterogeneous family of risks as regards the events from which they arise.  

It is with Basel III that a positive definition is given; the reference document 

"International Convergence of Capital Measurement and Capital Standards" defines 

operational risk as "the risk of losses deriving from malfunctions at the level of 

procedures, personnel and internal systems or from external events".  

The operational risk described above, falls into the category of “pure risks” 61 and it 

is originated from extremely heterogeneous events.  

We deduce that the quantification of this risk requires different methodologies 

depending on the sub-category of triggering events; the operational risk management 

represents therefore a crucial activity in order to obtain an effective mapping, 

especially since it is integrated with other financial risk activities. 

 

 
60 Basel III is an international regulatory statement that introduced a set of reforms designed to 

improve the regulation, supervision and risk management within the banking sector. The Basel 

Committee on Banking Supervision published the first version of Basel III in late 2009, giving banks 

approximately three years to satisfy all requirements. 
61 Type of risks that affect the assets or the person, which are not symmetrical being always against, 

and which cannot be reduced through portfolio diversification. In simpler terms, pure risks include: 

death risk, permanent disability risk, risk of self-sufficiency loss, legal risk, etc., ie those types of risks 

that can be covered by purchasing insurance products. 



58 
 

• Legal risk and Compliance 

 

The laws reflect the needs and current values of the company; consequently, 

regulation is an answer, since it can rarely anticipate or imagine future problems, and 

still today it requires the definition of the problem and the identification of potential 

resolutions. In the international sphere, jurisprudence is not the only form of social 

control or regulatory claim.  

Other behavioral dispositions emerge from morality, courtesy and social customs, 

which constitute part of social expectations. 

In the real estate business, exposure to legal risk is possible.  

In fact, this activity includes numerous provisions and activities aimed at avoiding 

this danger.  

 

 

The legal risk can be generated by a bad due diligence activity regarding: 

 

o Contracts and real estate (incorrect assessment of the state of the property or of 

the existing contracts on it); 

o Equity structure and equity investment governance (lack of or incorrect 

assessment of the fiscal convenience of the transaction); 

o Governance structure (incorrect definition of participation and control 

mechanisms); 

o Contract characteristics, governance mechanisms and external factors (legal 

actions implemented on purchased properties); 

o Property Manager (inadequate contractual definition - activity, responsibility for 

the relationship with the Property Manager); 

o Contract characteristics and level of due diligence (incorrect drafting of the sales 

contracts, deeds). 

 

Law and economics scholars assume that this approach will work only in the 

presence of restricted circumstances: companies reveal an absolute tendency to 

maximize profits; jurisprudence establishes incorrect behavior unambiguously; legal 

penalties provide the primary incentive for corporate compliance; executive bodies 

discover and punish improper behavior, using available resources.  



59 
 

This is because the regulatory bodies are not as powerful and efficient as they should 

be in order to make the deterrent approach works, both because of the high 

remuneration and the irrelevant penalization of so many types of corporate 

violations, the undermining aspect of sanctions it is not serious enough to distract 

from non-compliance. 

This happens because the economic consequences of non-compliance, which do not 

draw attention to themselves by generating some kind of crisis, are often overlooked 

by too-busy management. 

Penalization implies an improvement in corporate security, as it draws the attention 

of management to the risk that would otherwise have been overlooked. 

Usually, the limited rationality of companies and top management - that is the 

limited capacity of people and companies in dealing with information during a 

decision-making process - refers to the fact that many do not evaluate rational 

profitability with respect at all; only in case something that draws the attention to the 

risk of non-compliance happens, the deterrent approach would become real. 

In the event of a political or economic disaster, or if companies were large enough, 

established, highly identifiable and therefore attentive to their public image, only 

then would a deterrent approach be possible. 

Many companies have an incentive to respect the law, or to appear to comply with it, 

so as to preserve a certain legitimacy in the eyes of the government, the market and 

the public. 

The compliance function has as its specific task, from the point of view of 

prevention, or rather of anticipating the risk issue, identifying, measuring and 

assessing the compliance risk to which company operations are exposed: for this 

reason, it cannot be associated to the simple verification of correspondence of the 

company work to the standards. 

Very important for the real estate activity is the implementation of a specific program 

by the head of the compliance function, in which the activities that are intended to be 

carried out are contained, in terms of: verification and implementation of new rules 

or procedures; verification of the degree of compliance of some business areas; 

monitoring activities to be carried out also in collaboration with other company 

functions; staff awareness-raising activities on compliance issues. 

The quality of information is essential, for this purpose the integrated compliance 

system also contributes.  
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The models undoubtedly must be concrete and have a specific effectiveness and their 

dynamism in order to be always adapted to the various situations, local and 

international. 

The model must in fact allow the identification and fine-tuning of precise control 

tools, both preventive and subsequent, capable of regulating every activity at risk and 

of bringing out all those anomalous situations that may prefigure the possible 

occurrence of dangerous situations, so as to be able to promptly delete. 

 

 

Financial Risks 

 

Let's analyze now the financial risks related to the real estate activity previously 

listed, namely: 

 

• Market 

• Credit 

• Liquidity 

• Interest rate 

• Other 

 

The risk within a real estate transaction can be defined as the probability that a real 

estate transaction goes bankrupt or that simply does not highlight the planned 

profitability in the design and study phase. 

In other words, every single real estate transaction, once started or implemented, can 

show very different income characteristics than those simply desired by the 

entrepreneur. 

 

After Basel III, it is therefore necessary to start, upstream of each real estate 

procedure, a specific study aimed at analyzing the market and more specifically of 

the individual transaction, minimizing market risk. 

The value of an asset, in the near future, will remain essentially connected to the risk 

and the ability to be able to determine and predict it. 

 

Real estate market operators still do not have specific risk measurement methods, as 

it is now consolidated in other financial investment sectors. 
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This circumstance is not due to the lack of interest on the part of the operators, but to 

the difficulties in implementing instruments adequate to the specifics of the real 

estate market. 

Specifically, with reference to risk management, it must be said that real estate 

activities have always been used to mitigate certain risks to which diversified 

portfolios are exposed and the risk of inflation. 

 

Hedging instruments for real estate portfolio risk management started to be used only 

from 2006. 

This happened following the great recession, that is the global economic crisis that 

started in the United States of America in 2007 following a crisis in the real estate 

market triggered by the bursting of a real estate bubble (subprime crisis) producing a 

serious chain financial crisis in the American economy62. 

The recession then gradually assumed a global dimension, driven by financial 

mechanisms of contagion, and lasting (with some exceptions such as India and 

China) with the recessionary spiral that has further deteriorated, in several European 

countries (Mediterranean Europe and others), with the debt crisis of European 

sovereign states. 

 

Figure 12 demonstrates the performance of the subprime market between 1997 and 

2007. 

 

With reference to this aspect, the Figure 12 shows the increase in Subprime lending 

within the period 1997-2007 which has led to the global financial crises. 

 

 

   

 

 

 

 

 
62 Wessel D., ‘’did 'great recession' live up to the name?’’ (Wall Street Journal, April 8, 2010, online). 
David Meyer Wessel (born February 21, 1954) is an American journalist and writer. He has shared 

two Pulitzer Prizes for journalism. He is director of the Hutchins Center on Fiscal & Monetary Policy 

at the Brookings Institution and a contributing correspondent to The Wall Street Journal, where he 

worked for 30 years. 
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Figure 12: Subprime market trend between 1997 and 2007 

 

 

 

 

Source: www.borsaitaliana.it 

 

 

At the origin of the crisis was the dizzying growth of the real estate market in the 

United States, with the sharp rise in house prices and the subsequent expansion of 

investments in the sector. 

This speculative bubble expanded together with the constant appreciation of the 

houses63.  

The indebtedness of US families caused in 2006 the explosion in asset prices and in 

particular real estate prices; indebtedness increased as the value of real estate 

increased and the fall in prices in 2007 caused the explosion of the value of 

mortgages at levels higher than the consistency of the value of housing.  

The most indebted families had bet on continued growth, ignoring the risk of a 

market reversal. 

 

 

 
63 www.borsaitaliana.it/notizie/speciali/crisi-mercati-2008 

http://www.borsaitaliana.it/
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The 2008 financial crisis, which originated in the residential construction market, 

forced investors to move from one strategy in which risk was ignored to another, 

defined precisely in terms of risk/return, and today there are much more possibilities, 

compared to a few years ago, of managing the risk of real estate portfolios with OTC 

derivatives (over-the-counter). 

Generally, when returns follow a defined trend, market expectations are 

homogeneous and therefore it becomes difficult to find a counterparty with opposite 

expectations with which to execute a transaction.  

The real estate market has precisely this characteristic and to build a derivatives 

market it is necessary that expectations on returns are heterogeneous. 

A further element that raises difficulties is that historically property prices are not 

very “elastic”, there seems to be a psychological barrier for which a person is not 

inclined to sell his business at a lower price than what he paid for the purchase and 

this places a problem with respect to market liquidity. 

In risk management it must be considered that a portfolio built directly on buildings, 

which are themselves OTC assets, is subject to both market risk and liquidity risk, 

meaning that compared to a given price level demand tends to cancel64. 

In a real estate fund portfolio, the liquidity risk component is significantly reduced. 

Real estate assets have always been seen as a low volatility investment and used to 

cover some diversified portfolio risks. 

In light of this consideration, some risks, especially the more systematic ones, which 

also relate to other types of assets such as shares and bonds, could benefit from real 

estate returns thanks to the shift in invested funds, from a given type of activity to 

real estate. 

 

For example, if the target on portfolio volatility was exceeded due to the equity 

component, it would be logical to disinvest some of the shares and increase the real 

estate component. 

 

 

 

 

 

 
 

64 La gestione del rischio: www.assogestioni.it 
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Let's analyze now the Financial Risks related to the real estate activity previously 

listed, namely: 

 

1) Market Risk 

Risk of losses associated with fluctuations in the prices of the properties in the 

portfolio resulting from adverse changes in the macroeconomic variables, in the real 

estate market and/or in the specific characteristics of the properties held by the 

Company. This risk is affected by changes of RE Assets such as vacancy rate, market 

conditions of the area where the asset is located and all the key factors that could 

affect the market value of the asset. 

 

2) Credit Risk 

Risk of losses deriving from the counterparties' default due to the deterioration of 

their creditworthiness up to the extreme case of default, with reference to: - tenants; - 

counterparties in real estate development operations (manufacturer, manager); - 

counterparties in real estate transactions. 

 

3) Liquidity Risk 

Risk of not being able to meet your payment commitments for: 

- the inability to raise funds on the market (so-called "funding liquidity risk"); 

- the inability to dispose of its assets (so-called "market liquidity risk"). 

 

4) Interest Rate Risk 

Risk related to adverse changes in the curve of interest rates that change the current 

value of assets, liabilities, their net value and cash flows (assets and liabilities) 

relating to interest. 

Changes in interest rates affect asset prices because the level of spending and 

investment in an economy increases or decreases depending on the direction of the 

rate change. Basically, if the interest rate goes up, consumers generally spend less 

and save more, while if the interest rate goes down, they tend to spend a more and 

save less. 

Interest rate risk can affect any market, including stocks, commodities and bonds. 
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5) Other 

Other financial risks not connected with real estate assets such as, for example, 

counterparty risks and/or other market risks on any financial instruments in the 

portfolio. 

 

There is also a series of parameters to be taken into consideration during the analysis 

of the risk management process related to the real estate activity. All these factors or 

processes that we are going to analyze allow to thoroughly evaluate a series of 

indispensable indicators to be able to identify and estimate all the potential risks 

(drastically reducing the margin of error and, therefore, of risk). 

Let's proceed with the analysis listed above: 

 

• Benchmark selection 

 

To measure the return on a portfolio, we observe its performance against a 

benchmark. 

In this way the systematic components that influence all the returns are excluded, and 

the specific ones, which pertain to the portfolio, are isolated. 

The benchmark used should be consistent with the portfolio analyzed, but often there 

are no indices that have a profile identical to a given portfolio. 

This problem can be treated by constructing a synthetic index, in which several 

indices are combined, each of which replicates some of the features of the portfolio65. 

 

• Financial leverage. 

 

A financial profile in which you use, compared with a given structure, more debt, 

produces at the same time an increase in expected return and an increase in risk, 

observable in the volatility of returns. 

According to a simulation carried out, a portfolio financed without debts assumes a 

risk <10% of equity, while one financed at 50% with debt assumes a risk of 35% and 

a portfolio financed at 80% with debt assumes a risk equal to twice his equity. 

The above data are produced with simulation and are not actually observed. 

 

 
65 Rombolotti A., La gestione del rischio di portafogli di attività immobiliari, 2013: 

https://www.economiaediritto.it 
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• Obsolescence. 

 

An often-overlooked type of risk. 

Obsolescence concerns physical deterioration, technological and design innovations 

that introduce new styles of energy consumption and use of space, the value offered 

to the property by the metropolitan area or by the geographical area. 

In general, a portfolio built on new assets has a higher expected return than a 

portfolio of old properties, mainly due to restructuring investments. 

 

• Capital Market Credit Cycle 

 

Credit and capital cycles have a significant influence on the returns of all financial 

and real estate assets, although they could produce changes in investment strategies 

to the benefit of real estate assets. 

 

• Demographic Trends 

 

They can have a gradual and significant medium/long-term effect on the yields of 

certain classes of properties. Consider, for example, immigration and its effect on 

popular housing66. 

 

• Property Type 

 

Among these four categories: residential construction, industrial construction, 

offices, commercial building (shops), linked to different economic dynamics, 

historically the returns adjusted with the risk component have been different. The 

geographical location is essential for the evaluation of the different types. 

 

 

• Indivisibility of Properties 

 

The physical indivisibility of buildings significantly increases the risk of a portfolio 

compared to one in which the buildings can be divided. 

 
66 Rombolotti A., op cit. 
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• Location Area 

 

The management of the local administration greatly influences the values on its own 

territory. For example, a city that facilitates or places few obstacles to construction 

will have greater variability in property values than in a city where new buildings are 

discouraged. The evaluation of the volatility of the different areas must be purified 

by the effect of the type of property, in fact it is easy for the administrative 

management to facilitate or not specific types. 

For example, in the United States, cities defined as "technological" have historically 

lower returns than "large cities", but they also have a greater incidence of offices, 

which among the four property classes is the one with greater volatility67. 

 

• Counterparty Risk and Real Estate Funds Benefits 

 

When investing in real estate funds it is advisable to assess the solvency of the fund, 

its profile with respect to liquidity risk, historical results and volatility, the 

investment strategy. 

This information makes it possible to determine the expected future return and the 

risk profile and it is therefore possible to choose the funds that are above the curve 

defined as "efficient frontier".  

If we have a model in which returns are broken down into different components, the 

fund's investment strategy indicates the level of future performance, based on our 

expectations with respect to the economic variables of the model, the appropriate 

reference benchmark. Real estate strategies are classified with respect to what we 

might call "Investment Profiles". 

 

The typical profiles of portfolios in real estate activities are “Core”, “Value Added” 

and “Opportunistic”. 

According to the “INREV Style Classification”68 for non-listed real estate funds, 

three main quantitative parameters are considered:  

 

 

 

 
67 Riva A., op. cit. 

68 Source: INREV Fund Style Class Revised Report 2012/02. 
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1. Income Indicator which refers respectively to “Income Producing Investments” 

and “Non-Income Producing Investments”. The former indicates those 

investments in assets whose construction have been ultimated and which produce 

a rental income. The latter, instead, refers to those investments in assets that do 

not provide any rental income at the time of the investment and which need to be 

worked out before becoming productive. 

 

2. Development Exposure it is measured by the annual expenditures used for 

development purposes as percentage of the overall Gross Asset Value for the 

fund. 

 
3. Leverage is the third factor considered. Different thresholds for “Maximum Loan-

To-Value”, i.e. the level of leverage used as percentage of the Total Asset Value, 

define different fund’s classifications. 

 

 

The following table shows the different funds’ classifications according to their 

parameters’ thresholds:  

 

 

 

 

Source: INREV Fund Style Class Revised Report 2012/02 

 

“Core”: characterized by a low use of financial leverage, up to 40%, and by a 

conservative strategy identified by a low volatility of asset values; 

 

“Value-added”: greater use of leverage, between 40% - 60%, and more aggressive 

strategy, with a concentration of investment on specific classes of properties; 
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“Opportunistic”: these are portfolios built on a few classes of properties, 

characterized by high volatility and by a significant use of financial leverage. 

 

There are several options for predicting, controlling and managing the risks of a real 

estate portfolio.  

The forecast is based on the vision of the future as a set of uncertain forecasts, as 

opposed to the vision of the future as an extension of the past, where each asset is 

evaluated according to its contribution to the ratio between yield and risk69.  

The ratio between yield and risk is best measured over long periods of time (over 

three years). 

 

In fact, the nature of the real estate property returns makes it difficult to distinguish, 

over short periods of time, between randomness and goodness of the strategies 

adopted. 

It needs to be clarified whether diversification is the main means of reducing risk, but 

how much diversification is necessary. 

Making it very easy, a hundred different properties can reduce the risk up to 90% 

compared to the concentration of the investment in a single property; a number of 

properties between 40 and 56 might be generally considered appropriate. 

We are talking about what are defined as specific risks, for example the risk deriving 

from credit and capital market cycles cannot be reduced by diversification, while the 

risk deriving from the type of property is completely subject to diversification and is 

the main factor that drives portfolio diversification70. 

To minimize the risk with respect to any cycle, it is necessary to include the different 

types of properties in the portfolio with the appropriate proportions. Another kind of 

risk that can be reduced by diversification is that deriving from geographical areas or 

local areas (metropolitan areas). 

The risk with respect to the investment profile can also be diversified. 

For example, a concentration on the core profile, despite the low volatility, exposes 

the investor to a high risk of obsolescence and subjects it to the cycles of the credit 

offer of the capital market. 

 
69 Rombolotti A., op cit. 
70 Each type of property has its specific cycle and its specific variability; for example, apartments and 

industrial buildings have, historically, a volatility of 60/70% compared to that of offices. 
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In a diversified portfolio real estate investment are often used to mitigate other risks, 

typically the risk of inflation, and the risk hedging instruments for real estate 

portfolios have only recently been created. 

The development of the real estate derivatives market began, as said above, in 2006 

in the United Kingdom and in 2007 the NCREIF (United States) gave the first 

concessions to exchange its indices. 

The function of derivative instruments is to allow an investor to take a position to 

increase or decrease his exposure with respect to different classes of real estate assets 

without buying or selling properties directly. A typical hedging strategy that can be 

adopted today is to be ‘long’ (buy) on a real estate portfolio and ‘short’ (sell) on the 

index, or the composition of reference indexes (composite), so as to cover the 

systematic risk to benefit from the extra-return of the portfolio. 

The objective of the investor, expressed in terms of risk/return, can only be 

established in light of the overall portfolio, not so much for the return, which is 

determined by the returns on the assets making up the portfolio, but for the risk, 

which depends on the correlations between all portfolio assets. 

To control the risk deriving from the type of real estate activity there are limits to the 

allocation of the investment on the different classes, in particular those with high 

volatility; to control the risk deriving from the geographical area or from the 

metropolitan area, there are limits to the allocation to areas of high volatility, in the 

case of investment in real estate funds it is advisable to request a periodic report on 

the composition of the portfolio from the manager. 

Thus, even in relation to investment profiles, allocation limits are set; also, the risk 

represented by the specific manager can be controlled by building his own portfolio 

with different managers. 

To limit the liquidity risk, for instance, it is advisable to have an exposure on open-

end funds; its risk policy could lead to the exclusion of some real estate assets and 

therefore to the exclusion of funds that allocate part of their portfolio to these assets. 

To date, Italians "experts" are also aiming to focus a good portion of their portfolio 

on risky investments (22%), thus substantially approaching the global average, while 

on the contrary the share thus allocated by "falls to 4%".  

Differently, “beginners” are far more cautious not only with respect to the world 

average but also to the European average (11%)71. 

 
71 Article: Gli investimenti ad alto rischio pesano per un quarto nei portafogli degli investitori esperti, 

17/12/2018: https://www.lamiafinanza.it 
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The next figure shows the percentage of the portfolio dedicated to high-risk 

investments by "Expert" investors versus "Beginners". 

 

 

Figure 13: "Expert" vs. "Beginner" investors 

 

 

 

 

Source: www.lamiafinanza.it 

 

 

It turns out that “expert” investors continue to reserve a high percentage (28%) for 

the bondholder, but they do not neglect the stock, on which they allocate 29%, while 

to real estate funds and alternative instruments they allocate shares substantially they 

emerge worldwide: 12% in real estate and 11% in alternative72.  

Moreover, similarly to their peers at global level, Italian “expert” investors also 

believe that their portfolio is well diversified (22%), while only 5% of “beginner” 

investors are of this opinion, as shown in Figure 13. 

 

 

 

 
72 Article: Gli investimenti ad alto rischio pesano per un quarto nei portafogli degli investitori esperti, 

17/12/2018: https://www.lamiafinanza.it 

http://www.lamiafinanza.it/
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Figure 14: Diversification of the average portfolio of “Expert” investors 

 

 

 

 

Source: www.lamiafinanza.it 

 

 

To define a Risk Policy on Real Estate Portfolios it is therefore necessary: 

 

- Establish the limit on the use of leverage; 

- Diversify by type of property and establish the maximum allocation for the types 

with high volatility; 

- Diversify by geographical area or metropolitan area and establish the maximum 

allocation for areas of high volatility; 

- Establish the maximum allocation with respect to development and restructuring 

projects  

- Allocate the portfolio on a number of properties >50, for portfolios less than €1bn.     

use real estate funds; 

- Establish a minimum number of funds and managers; 

- Establish the maximum allocation to funds with opportunistic profile; 

- Establish a minimum allocation on liquid open-end funds; 

 

 

 

 

 

 

http://www.lamiafinanza.it/
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Other important risk factors are highlighted by the graph below: 

 

 

 

 

Source: Risk Management Process in Asset Management Company (SGR) Luca 

D’Antrassi, Head of Asset Valuation DeA Capital RE SGR 

 

• Rental Credit – Risk: monitoring real estate rental credit and the adequacy credit 

risk provisions; 

• Vacancy – Risk: periodic verification of the occupancy rate and the activity for 

reduction vacancy: 

• Real Estate – Risk: periodic assessment of the location, technical, administrative 

and environmental risk of the buildings; 

• Counterparty – Risk: evaluation of the reliability of the negotiating counterparts in 

cases of property sale transaction leasing and assignment of extraordinary 

maintenance works; 

• Financial Covenants – Risk: monitoring financial covenants by defining 

information flows to the risk management office in order to activate "alerts" (KRI); 

• Leverage – Risk: monitoring leverage sustainability. 
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2.2.3. Risk Measurements 

 

It is the phase in which a value is attributed to the evaluation of the elements from 

which the risk can arise. Knowing the amount of risk that can occur, allows us to 

understand what needs to be managed.  

In fact, it is important that the company defines a level of tolerability to the risk that 

identifies the part that decides to “keep inside” and the part that it will outsource. 

Furthermore, “outsourcing” means sustaining a cost, because even at risk level there 

is a price-quantity relationship.  

In fact, deciding to entrust the risk to third parties involves the payment of the 

service offered by them.  

Therefore, the more risk you decide to tolerate the lower the cost I will have to pay 

for its management. The risk measurement activity is not easy since there is often not 

enough historical data available.  

Two measurement techniques can be distinguished: quantitative analysis and 

qualitative analysis.  

The first is based on probability distributions that have been built thanks to past 

experiences; however, if sufficient data are not available, a qualitative risk analysis 

can be performed.  

It consists of gathering information about possible events and resorting to expert 

opinions about the possibility of the event and impacts occurring. 

Once a probability has been attributed to the various events, it is useful to proceed to 

a classification of the risks based not only on this variable but also on the severity of 

the effects. 

This phase is the basis for the subsequent one, because it allows to understand the 

different characteristics of the risks and therefore to define a correct management 

policy. 

With regards to losses and accidents, it becomes essential to create a database in 

which to collect all the data relating to them.  

In fact, by doing so, you build a story that can be useful to understand the possible 

future risks. 
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Management's assessment of the risk consists of having a clear idea about the risks to 

which the company is exposed, and which uncertainties can prevent the pursuit of the 

objectives; this analysis is based on exploiting the past experience of the manager 

who has knowledge gained over time on the company's risks. 

Finally, it is crucial to build a table with risk indicators to allow control of all the 

possible events that give rise to risk. They must give not only an ex-post analysis, but 

also a prospective analysis of the events, in order to provide useful information to the 

management. 

 

 

2.2.4. Risk Assessment and Risk Containment Strategy 

 

The "Risk Assessment" or "Risk Analysis" is a methodology aimed at determining 

the risk associated with certain hazards or sources of risk. 

In general, the risk assessment methodology can be used when assessing the danger 

of an undesirable event in order to define the priority or urgency of the necessary 

measures to keep it under control. 

 

The commonly used risk assessment methodology can be divided into the following 

three phases: 

 

1. Description of the object of study: 

the collection of information and data on production processes and/or equipment 

and/or products and/or materials and/or environments concerned, for the purpose of 

identifying risks. Depending on the final objective (health and safety of workers, 

environment, product safety, etc.) the description will focus on different aspects. 

It is generally important to arrive at a schematization of production processes to 

facilitate the subsequent phase of identifying hazards, for example by subdividing 

them into working phases or by departments; 

 

2. Identification of potential hazards: 

by analyzing the information gathered in the previous phase, all the dangers 

attributable to the object of study are identified and associated with each work phase 

or department from which they originate; 
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3. Estimation of potential risks: 

for each identified danger, the probability of occurrence and the severity of the 

effects that it can determine, considering any preventive or protective measures 

already in place, are estimated. 

Depending on the extent of the risk thus determined, the elimination or risk reduction 

programs must then be defined, implemented and controlled. 

In this sense, a simple but intuitive description of the risk can be provided according 

to this formula: 

 

R = PxG 

Where:  

 

- Risk: means the danger of an event and is determined by the product between P 

(probability of the event) and G (gravity), according to the following formula: 

 

- Probability (P): means the probability that the undesired event can occur considering 

the precautionary measures already in place at the time of the evaluation. It is 

generally divided into 3-4 classes. 

 

- Gravity (G): also called Magnitude (M), it is understood as the gravity of the 

consequences of the undesired event. It is generally divided into 3-4 classes. 

 

In a theoretical way, the risk can be assigned within one “reference” class, depending 

on its possible impacts and on whether control actions are required or not. 

So, to undertake a Risk Containment Strategy, it is very important to analyze the 5 

risk classes, in order to reschedule one's business and adopt the appropriate measures 

for each of the following classes: 

 

• Irrelevant: No action and documentation are required. 

• Tolerable: No further control actions are required. Improvements can 

be sought that do not involve significant resources. Monitoring is 

required to ensure that controls are maintained. 

• Moderate: Efforts must be made to reduce risk while assessing the 

costs of prevention. Measures to reduce risk should be made in a given 



77 
 

time. Where moderate risk is associated with extremely harmful 

consequences, a further estimate is required to establish more precisely 

the probability of occurrence as a basis for setting the necessary 

control actions to be taken. 

• Actual: Work should not be done until the risk has been reduced. The 

necessary resources must be urgently committed in order to reduce the 

risk. 

• Intolerable: Work should not be done until the risk has been reduced. 

If the risk cannot be reduced even with the use of high resources, the 

work must be prohibited. 

 

 

In a multi-faceted market that is sensitive to many factors such as the real estate one, 

a diligent risk assessment policy certainly makes a containment strategy better. From 

this point of view, the due diligence activities related to the entire real estate process 

play a fundamental role in the general risk analysis process. 

Risk must be considered an integral part of performance measurement and 

consequently of value generation, and its identification, through the assessment of 

the causes and the measurement of the effects, becomes fundamental for the success 

of a company. 

In order to cope with uncertainty (in its different forms and levels) it is not enough to 

analyze the dynamics of the external environment, pay attention to the strategic 

interaction between the company and evaluate the behavior of the actors operating in 

the competitive system. If the goal is to identify the most appropriate business 

choices, even in situations where the level of uncertainty is low, it is needed to 

understand how a company is able to respond to the new challenges that arise; in 

addition to the analysis of the external environment and the assessment of the 

company's strengths and weaknesses, the ability of a company to respond to 

environmental uncertainty is supported by programming and control, planning and 

strategic management systems. 

Risk assessment presents itself as an increasingly central element in running a 

business not only at a corporate level for relations with investors, but also in the 

operational management of day-by-day activities. 
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2.2.5. Risk Reporting and Risk Model Consistency 

 

After identifying, describing, analyzing, evaluating and integrating the risks, the 

office in charge of Risk Management activities must communicate the risks that have 

been detected with the inside and the outside.  

The Risk Reporting Phase is aimed at producing a document including all the 

fundamental information regarding the risky events encountered within the 

organization. 

This document is of fundamental importance.  

It is this report that is presented to the top management, who must decide the priority 

areas on which to intervene to deal with the riskiest events in view of achieving the 

objectives.  

The Document must contain not only a description of the possible risks for the safety 

of the workers, but also the actions that must be put in place to reduce the probability 

of occurrence and the impact of the damaging safety event.  

 

In the risk reporting phase there are three fundamental elements 73:  

 

• Identification and analysis of stakeholders 

• The identification of the reference criteria 

• Reporting and information tools 

 

To understand how to structure the communication of the risk management activity, 

it is essential to correctly identify which stakeholders are interested in receiving this 

information.  

In fact, every interested party will have their own characteristics and needs with 

respect to the risk management process; for this reason, the document must contain 

all the information necessary to satisfy these needs. 

 

For example, the information may concern the risks to which the organization is 

exposed, the treatment chosen for the risks by the management, as well as the level 

of risk deemed acceptable, or the risk appetite.  

 
73 Fumai D. Reportistica interna ed esterna, in Cavadini, Andrea M., Lucietto G. Risk Management. 

Conoscenze e competenze di un unico processo, Cacucci Editore, Bari, pp. 218-221 (correggi la nota 

secondo linee guida) 
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Secondly, the report on risk management must have, within it, criteria that must be 

used as "guides" for the reporting activity. Some of these criteria can be clarity, 

completeness of information, timeliness. 

 

Figure 15: Risk management step by step procedure  

 

 

 

 

Source: Personal processing 

 

 

The last point, or the reporting tools, concern the “channel” through which the 

stakeholders obtain the information.  

 

The media used can be disparate and may depend on the degree of maturity of the 

risk management system.  

A “primordial” Risk Management could simply request an email, a phone call or 

even a short video clip. 

A more complex and developed risk management system may require more complex 

communication systems, such as information documents including specific data and 

graphics, more detailed reports or even intranet systems to which stakeholders can 

also easily access. 

After the risk reporting phase, there is the possibility of attributing a Consistency 

index to our risk model. The Var, originally conceived as a synthetic indicator of 

market risk, has different limits when the underlying losses are not modeled through 

Risk 
identification 

• Risk description 

• Risk measurement 

Comunication 

• Risk treatment 

• Risk acceptance 

Risk culture 

• Risk reporting 

• Risk monitoring 
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Normal distributions74.  

In general, the optimization problem of a VaR constrained portfolio is complex; in 

support of this model there are alternative (or complementary) measures to the Var. 

 

These are: 

 

a) Expected Shortfall  

If the VaR indicates a maximum expected loss for a certain confidence interval, we 

may be interested to know how our investment will behave in the worst case 

scenario. In other words, the Expected Shortfall (ES) deals with potential losses that 

can be expected below the VAR level. 

An ES of 20% at 1 year tells us that our investment, with 1 chance in 100, can 

provide us with a 20% loss 

The problem of defining an appropriate risk measure has always been particularly 

felt, both in the academic and in the operational sphere. 

An ES limit: it does not provide information on the fact that the merger of two 

businesses can increase the probability of default. 

 

b) Max Drawdown 

VaRs and ESs tend to give us a measure of how badly an ex ante investment can go, 

that is, projecting us into the future (time horizon). There is another indicator, the 

Max Drawdown, which deals with telling us how our investment has behaved in the 

past, then ex post. The MD is calculated starting from the time series of the values of 

the investment and expresses the maximum “erosion” of value that the investment 

has experienced in the analyzed period. It is essentially the maximum fall recorded 

by an investment by observing the current value and the maximum value achieved 

previously. An investment that presents a 46% MD in the last 10 years is an 

investment that has seen, as a worst fall, a loss of 46%. 

 

VaR, Expected Shortfall and Max Drawdown therefore represent statistical 

indicators. Their calculation derives from the analysis of the time series of an 

investment and, in the case of the first two indicators, assumes that the data 

 
74 In the theory of probability, the “Normal distribution”, or Gauss (or Gaussian) from the German 

mathematician Carl Friederich Gauss, is a continuous probability distribution that is often used as a 

first approximation to describe random variables with real values that tend to concentrate around a 

single average value. 
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distributions are of a normal type. This means that these indicators, although 

fundamental for an investment choice in line with their objectives, remain exposed to 

the uncertainty of the future. 

 

In order to be able to measure risk and consequently be able to adopt a model that is 

consistent with its objectives and parameters, it is essential to define the conditions 

under which a generic measure can be consistent. In this regard, can be useful to 

refer to the paper “Coherent Measure of Risk”75, in which the authors identify the 4 

axioms to define a good risk measure.  

These are: 

 

1) Axiom of transitional Invariance: this axiom guarantees that, by adding a certain 

component (risk-free title) to a random component, the risk index is reduced 

exactly by the proportion of wealth invested in the risk-free security. 

2) Subordinate Axiom: this axiom requires that the risk index referring to a portfolio 

is never higher than the sum of the indices calculated on the individual securities 

that build up the portfolio. In practice, this axiom supports the idea that portfolio 

diversification should reduce portfolio risk. 

3) Axiom of positive Homogeneity: increasing the investment in a security, the risk 

index must also increase; indeed, being the greater the invested wealth the risk 

connected to the investment must necessarily be superior. In particular, the risk is 

required to increase as much as the investment has increased. 

4) Axiom of Monotonicity: if the title A has always greater returns than the title B, 

then this axiom requires that investing in the title A is better than investing in the 

title B. This axiom trivially translates into the fact that, if arbitrage opportunities 

exist on the financial markets, here the risk measure must help me to exploit 

them. 

 

Elements of risk that respect these axioms are therefore to be defined as coherent; 

competes for the effectiveness of the risk model adopted by each company to 

perform an adequate risk treatment (ie selection and implementation of the most 

suitable measures to modify the estimated risk profile) to make it consistent with the 

target defined by the organization. 

 

 
75 P.Artzner, F.Delbaen, J.M.Eber , D.Heath , ‘’ Coherent Measure of Risk’’ (1999) 
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CHAPTER 3: How to Evaluate the Risk? 

 

3.1 The Macro scenario: Analytical view of the Italian and Milan RE context 

(Focus on: Numbers of the Italian Real Estate Market) 

 

 

The analysis and the evaluations of the mere real estate risks included in a single 

investment cannot in any way disregard a careful evaluation and a correct framing of 

the conditions characterizing the macroeconomic component in which our 

investment is inserted and of which it is part. In this sense, the first two quarters of 

2019 were marked, for the Italian market in general, by a particular "restlessness" 

determined by domestic and extra-domestic factors: the sharpening of the Trade War 

on duties in place between the US and China, the stagnant condition of inflation76, 

emblematic of an internal demand that is struggling to restart and a GDP growth 

lower than that of the European average77; the latter are factors that, however, have 

only partially affected the condition of recovery of our country's real estate market, 

now in an upward phase, also due to conditions such as the low cost of money78, the 

sharp narrowing of the BTP-BUND spread, which fell below of  200bps79, and a 

declining unemployment rate80, although still far from the European average. 

 What is outlined by the data presented by Osservatorio Immobiliare 2019 of 

Nomisma is a still unstable economic scenario, but which presents signs of recovery 

as a whole and in particular with regard to the exceptional nature of the Milan 

market. Significant and positive data81 come in fact in relation to an increase in the 

total amount of residential sale contracts (+8.8% considering the eight main Italian 

cities) and in particular in reference to the cities of Rome and Milan which mark a 

+11% and Bologna and Genoa with growth of 15.2% and 12.9%; 

a growth rate of + 5.9% reflects the performance of the tertiary sector. A total of 691 

thousand deeds of sale were registered at the end of 2018 with an incidence of 84% 

for the residential segment.  

 
76 Harmonized inflation Euro area at July 2019: 1% - Italy inflation at July 2019: 0.49%. Source: 
Eurostat. 
77 GDP growth in Europe at July 2019: 1.1% - GDP growth in Italy at July 2019: 0%. Source: Eurostat. 
78 Refi, marginal lending and deposit interest rates with the ECB as of June 2019: 0% / 0.25% / - 0.4%. 
Source: ecb.europa. 
79 Spread BTP-BUND at 07/2019: 1.9%. 
80 Unemployment rate Italy-Europe at 07/2019: 9.9%-7.5%. Source: Istat and Eurostat. 
81 All the following reported data come from: “Rapport sul Mercato Immobiliare 2019”, Osservatorio 
Immobiliare Nomisma. 
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Important data also concern the price level, which comes from a long decline that 

started in 2007 and culminated in 2013; the latest figures speak of a gradual 

contraction of the rates of change in prices, which continued up to +0.2% in the first 

half of 2019 for the residential segment, while the rates of change in prices for 

offices and shops remained in a negative trend (- 0.5% and - 0.3%). 

Other signs of recovery for the Italian Real Estate Market are to be recorded in terms 

of reduction in the time of sale and rental of homes (although these figures are 

accentuated only for some areas such as Bologna, Florence, Milan), respectively 6.2 

months and 2.9 months and a discount requested on the price that dropped to 13.7%; 

these are all factors that indicate greater liquidity in the Sector. 

 

 

Figure 16: Selling and Leasing time for Residential 

 

 

 

Source: Osservatorio sul Mercato Immobiliare – Luglio 2019 Nomisma 

 

The data reported by the Osservatorio sul Mercato Immobiliare Nomisma also report 

a virtually unchanged trend with regard to average house prices, while there is a 

slight increase in rents (+ 0.3%). 

Currently, the profitability inherent in gross rental yields is 5.2%, maintained in line 

with the previous period, while Total Return has undergone a significant growth 

from 0.3% in 2014 to 5% in 2019. 
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In the same period of time, the Office Sector was characterized by a condition close 

to stationary as regards demand and supply for sale and lease, as shown in figures 17 

and 18:  

 

Figure 17: Demand and Supply for Office Trade 

 

 

 

Source: Osservatorio sul Mercato Immobiliare – Luglio 2019 Nomisma 

 

Figure 18: Demand and Supply for Office Leasing 

 

 

 

Source: Osservatorio sul Mercato Immobiliare – Luglio 2019 Nomisma 
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3.1.2 Focus on: Numbers of the Milan Real Estate Market 

 

 

The first half of 2019 traced a strong tendency to trade in the Milan area, marking an 

overall + 12.3%82 compared to the equivalent period of 2018, thus confirming the 

rising trend of the Real Estate sector within the city. 

Looking at the data on the change in revenues in the period between 2007 and the 

end of 2018 it is possible to get an idea of how the Milanese market, despite the 

negative economic situation as a whole, due to the erosion of post-crisis real estate 

values, it was the most resilient market, registering -11% compared to the average of 

the 13 most important Italian cities (characterized by -26%). 

 

 

Figure 19: Revenues 2007-2018 

 

 

 

 

Source: Osservatorio sul Mercato Immobiliare – Luglio 2019 Nomisma 

 

 

 

 
82 Source: Nomisma. 
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Going more specifically, interesting data emerge from the comparison made between 

Milan and the average of the 13 major Italian cities. 

All the data reported83 lead to the same consideration, that is to say, how Milan was 

the city most influenced by the economic recovery and how today it is confirmed as 

"leading city" in terms of growth and development of the real estate market. 

The Milanese Residential Sector, wanting to consider only new homes, reports an 

average price (€/sqm) equal to 3,600, compared to 2,300 in the Italian average; The 

average rent (€/sqm /year) is 150 compared to 96 in the Italian average. As for 

average sales times, Milan expects an average time of 4.2 months, while the average 

of the 13 Italian cities is about 2 months higher. 

 

Focus on: Milan Office Market Overview and Time Series Analysis 

 

To confirm what has been stated so far, the Q1 2019 for the Milan Office Sector was 

reviewed by the BNP Paribas Real Estate Report, as one of the best Q1s ever, if not 

the best of the last 10 years. In fact, the comparison with the data84 found in Q1 2018 

is quite eloquent in terms of Take-up, in Q1 2019 equal to 127.252 square meters            

(+ 45% compared to 2018), Prime Rent85 equal to 590 (€ / m2 / year) and a Total 

vacancy rate of 10.5% (decreased by 0.1% compared to the end of 2018). The most 

significant figure, however, is found in terms of Investments made, which in Q1 

2019 Milanese reached the amount of 931 mln (+ 93% compared to Q1 2018), of 

which 762 mln were carried out in the Offices sector ( + 263% compared to Q1 

2018); in this sense, the prime net yields for the office sector stood at 3.30%, in line 

with the latest figure found at the end of Q4 2018. 

In a more “academic” perspective, by virtue of the growth trend that the Milan Office 

segment is going through, it is possible to frame this specific market in the “Rental 

Growth Accelerating” position within the Business Cycle. 

 

 

 

 

 
83 All the following data come from: Rapporto sul Mercato Immobiliare 2019”, Osservatorio Immobiliare Nomisma. 
84 Source: “City News 2019”, BNP Paribas Real Estate. 
85 “Prime Rent” is the maximum rent that one can expect for a top-quality office unit with the best positioning. 
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The following graph86 shows the position occupied by the Milanese Office market 

compared to the main European cities: 

  

 

Figure 20: Office Market Clock 

 

 

 

 

Source: Personal Processing based on “JLL Office Property Clock” 

 

 

As regards the Q2 of 201987, the Milan office market saw a further strengthening in 

terms of "absorbed area", thus recording an overall take-up, for H1, of 240.000 

square meters. The Prime Yield remained in line with that recorded in the first 

quarter, i.e. 3,4% and the total Investments in the Offices sector reached 1.35 billion 

euros. The Vacancy Rate was 10,3%. 

 

In order to carry out an examination of the current condition of the Offices sector as 

much structured and complete as possible, an analysis of the Time Series concerning 

the returns of the sector in the period between 1993 and today has been conducted.  

 
86 Personal Processing base on “JLL Office Property Clock” data. 
87 All the following reported data come from: CBRE Market View. 
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It is important to underline that in the calculation of the returns (gross) only average 

values have been calculated and considered, both for the rents and for the real estate 

values for the period88. Therefore, for each calendar year (I semester / II semester) 

from 1993 to the present, the average value (in euro per square meter) was calculated 

between the maximum price and the minimum price recorded by Nomisma within 

the period; a similar procedure was carried out with regard to the average rental 

values per period. 

 

Subsequently, the "gross return" of the period was therefore calculated as the ratio 

between Avg Rent/Avg Price. 

 

 

On the next page, the result of this analysis is shown in Figure 2189. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
88 Source: Nomisma’s Database (Rents and Prices) 
89 Source: Personal Processing. 
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Figure 21: Milan Office Time Series 1993-2019 (Avg Price-Rent, Gross Yield) 

 

 

Year Half Avg Price Avg Rent
Gross 

Yield

Std Dev 

('93-'18)

1993 1  €             4.878  €          248 5,07% 0,55%

1993 2  €             4.639  €          219 4,72%

1994 1  €             4.108  €          204 4,95%

1994 2  €             3.970  €          201 5,06%

1995 1  €             3.480  €          207 5,95%

1995 2  €             3.701  €          204 5,51%

1996 1  €             3.575  €          186 5,19%

1996 2  €             3.533  €          182 5,14%

1997 1  €             3.238  €          169 5,20%

1997 2  €             3.163  €          172 5,44%

1998 1  €             3.034  €          189 6,23%

1998 2  €             3.247  €          177 5,45%

1999 1  €             3.436  €          183 5,31%

1999 2  €             3.507  €          184 5,23%

2000 1  €             3.547  €          198 5,58%

2000 2  €             3.763  €          205 5,43%

2001 1  €             3.872  €          213 5,50%

2001 2  €             4.099  €          228 5,55%

2002 1  €             4.545  €          261 5,74%

2002 2  €             4.889  €          284 5,81%

2003 1  €             5.083  €          294 5,77%

2003 2  €             5.404  €          298 5,51%

2004 1  €             5.660  €          315 5,56%

2004 2  €             5.860  €          316 5,39%

2005 1  €             6.016  €          318 5,29%

2005 2  €             6.170  €          315 5,10%

2006 1  €             6.381  €          310 4,85%

2006 2  €             6.535  €          301 4,61%

2007 1  €             6.812  €          316 4,64%

2007 2  €             7.040  €          328 4,65%

2008 1  €             7.245  €          340 4,69%

2008 2  €             7.350  €          343 4,67%

2009 1  €             7.100  €          334 4,70%

2009 2  €             6.942  €          321 4,62%

2010 1  €             6.889  €          317 4,59%

2010 2  €             6.791  €          300 4,41%

2011 1  €             6.818  €          294 4,31%

2011 2  €             6.627  €          284 4,29%

2012 1  €             6.535  €          281 4,30%

2012 2  €             6.455  €          275 4,25%

2013 1  €             6.326  €          268 4,23%

2013 2  €             6.225  €          267 4,28%

2014 1  €             6.157  €          261 4,23%

2014 2  €             6.047  €          260 4,30%

2015 1  €             5.896  €          260 4,40%

2015 2  €             5.901  €          253 4,28%

2016 1  €             5.844  €          252 4,31%

2016 2  €             5.822  €          248 4,26%

2017 1  €             5.747  €          250 4,35%

2017 2  €             5.758  €          251 4,35%

2018 1  €             5.721  €          253 4,41%

2018 2  €             5.791  €          256 4,41%

2019 1  €             5.707  €          253 4,43%  

 

Source: Personal Processing 
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What emerges preliminarily from the results shown in Figure 6 is how in the 

Milanese area, in the Offices Sector, from 2007 onwards there has been a progressive 

compression of returns (they have no longer reached 5%) due to a simultaneous 

positive growth in prices (prices shown in the table are average values).  

Wanting to explore the theme of distribution and the evolution over time of these 

returns, the time series of the variations has been calculated (considering these 

returns); on the basis of these half-yearly changes there were then calculated, by 

virtue of the last data recorded to date (4,43%) and on the basis of the minimum and 

maximum variations historically recorded, a Minimum value and a Maximum value. 

On this basis of values obtained as minimum and maximum, the minimum and 

maximum variations expected within this distribution were subsequently calculated 

at the 95th percentile (5% Confidence Interval).  

The results of this analysis reported that, starting from 4,43% recorded in the first 

half of 2019, the minimum and maximum value expected are respectively 4.10% and 

4.96%. Furthermore, if we consider that the average spread between gross and net 

yield is 50-70 bps, we obtain a minimum net yield value of 3,6% -3,3%; then 

applying this reasoning to the historical minimum value (3,66%), a minimum net 

yield of 2,9%-3% is obtained.  

Therefore, taking as a reference the current net yield presented by City News 2019 of 

BNP Paribas Real Estate with regard to the Milanese office market in the central 

area, equal to 3.3%, it is possible to state how the condition of this segment today is, 

in performance terms, very close to the minimum value obtained from the 

distribution with a confidence interval of 5% and, progressively, in the phase of 

approaching the historical minimum absolute value. 
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Figure 22: Milan Office Cap rate Time Series – (Min-Max Variation) 

 

 

Index

4,43%

3,66%

5,32%

Min VaR 95% 4,10%

Max VaR 4,96%

1 1993 5,07% 5,07%

2 1993 -0,35% -0,35%

3 1994 0,23% 0,23%

4 1994 0,11% 0,11%

5 1995 0,89% 0,89%

6 1995 -0,44% -0,44%

7 1996 -0,32% -0,32%

8 1996 -0,05% -0,05%

9 1997 0,07% 0,07%

10 1997 0,23% 0,23%

11 1998 0,79% 0,79%

12 1998 -0,78% -0,78%

13 1999 -0,14% -0,14%

14 1999 -0,08% -0,08%

15 2000 0,35% 0,35%

16 2000 -0,15% -0,15%

17 2001 0,07% 0,07%

18 2001 0,05% 0,05%

19 2002 0,19% 0,19%

20 2002 0,07% 0,07%

21 2003 -0,03% -0,03%

22 2003 -0,27% -0,27%

23 2004 0,05% 0,05%

24 2004 -0,16% -0,16%

25 2005 -0,11% -0,11%

26 2005 -0,19% -0,19%

27 2006 -0,25% -0,25%

28 2006 -0,24% -0,24%

29 2007 0,03% 0,03%

30 2007 0,01% 0,01%

31 2008 0,04% 0,04%

32 2008 -0,03% -0,03%

33 2009 0,04% 0,04%

34 2009 -0,09% -0,09%

35 2010 -0,02% -0,02%

36 2010 -0,18% -0,18%

37 2011 -0,10% -0,10%

38 2011 -0,03% -0,03%

39 2012 0,01% 0,01%

40 2012 -0,05% -0,05%

41 2013 -0,02% -0,02%

42 2013 0,05% 0,05%

43 2014 -0,05% -0,05%

44 2014 0,07% 0,07%

45 2015 0,10% 0,10%

46 2015 -0,12% -0,12%

47 2016 0,03% 0,03%

48 2016 -0,05% -0,05%

49 2017 0,09% 0,09%

50 2017 0,00% 0,00%

51 2018 0,06% 0,06%

52 2018 0,00% 0,00%

53 2019 0,02% 0,02%

Time series ASSET  (Cap rate)

Last

Min

Max

 

 

Source: Personal Processing 
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What is equally interesting for the purposes of a comparative analysis is also to note 

that in the period after 2008, Milan was in a sense the city that most of all took on the 

role of "catalyst" for the real estate economy of the whole Country; the comparison 

with the city of Rome, in fact, highlights even more the validity of this consideration. 

After 2008, the returns of the office sector in the Capital were, based on the relative 

time series proposed by Nomisma for Rome, on a stationary trend, as shown by the 

standard deviation90 of the returns in the Roman office sector equal to 0,06%; the 

latter figure is in stark contrast to the equivalent index of 0,16% for the Milan area, 

thus highlighting a clear condition of immobility and stagnation in this segment of 

the Roman area. 

 

 

Figure 23: Standard Deviation 2008-2018 

 

Standard Deviation (2008-2018)

Milan Rome

0,16% 0,06%  

 

Source: Personal Processing 

 

 

Having now obtained a clear screening of the economic enviroment, of the current  

Milan office market with respect to its historical trend, the goal is therefore to carry 

out, through a rigorous quantitative-analytical approach placed in the perspective of 

Risk Management, a punctual evaluation of an investment in this segment, thus 

trying to answer the fundamental question: what should an investor who wishes to 

invest in the Milan office market expect given the current evidence of compression of 

returns and what would he encounter in terms of Market Risk? 

 

 

 
90 Source: Personal Processing. 
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3.2 Empirical Analysis of the Investment 

 

The analysis and evaluation work carried out in this chapter has the ultimate aim of 

providing a concrete and punctual examination of an investment carried out within 

the offices segment in the Milan area. The objective is therefore to exploit, through a 

rigorous quantitative-analytical approach, a reliable and punctual evaluation that has 

as a final result a clear understanding of what is the condition of this segment, of the 

real “profit/loss margins”, of the risks and the most applicable investment strategies 

within the current scenario. To obtain this result, 9 different Sensitivity Analysis have 

been carried out. 

 

Set-up of the Investment 

 

The analysis developed on the investment examined in this chapter considers real 

data, deriving from a real market transaction actually concluded in 2019 within the 

trophy office segment in the Milan area. 

The initial Set-up of the investment involves the acquisition of an asset trophy within 

that segment.  

The total investment is estimated at 95 million euros and was carried out through the 

following financing structure: 75% Equity, 25% Debt. The building, located in the 

central area of Milan, is characterized by its high quality (Iconic Building) and a 

structural condition that provides for a first commercial "plate" of approximately 

900sqm and an upper part destined for office use of approximately 3000sqm. The 

acquisition of the asset takes place entirely in T0 and it is assumed that the 

investment is maintained for a period of 7 years, at the end of which it is disinvested. 

The average cost of the debt is equal to 1,96% per year, deriving from an IRS 

(Interest rate swap) rate of 0,16%91 and an average Spread of 1,8%.  

The hypothetical financing is of the Balloon92 type, with a maxi-final installment of 

30% of the loan.  

The market average Cap In and Cap Out at 4% was assumed for this type of asset, in 

line with the analysis previously carried out.  

The average rent is 900 (€/psm)93,Capex 10 (€/psm)94.  

 
91 As of 30/06/2019. 
92 Balloon: Financing that provides for the payment of annual installments and a pre-established maxi-final 
installment. Non-constant but decreasing interests (by virtue of the annual repayment of principal). 
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The Occupancy rate, given the asset's trophy nature, is equal to 100%. It should also 

be emphasized that the Net Yield resulting from our analysis is equal to 3,28% and 

therefore perfectly in line with the current market condition; the Levered IRR of the 

transaction, which incorporates both "components" of cash flow deriving 

respectively from the lease of the property and from its sale to maturity, is equal to 

4,626%. 

The following is a summary table of the set-up including all the initial hypotheses of 

the investment just discussed. 

 

 

Figure 24: Initial set-up of the Investment 

 

 

 

 

Source: Personal Processing 

 

 

 

 

 

 

 

 
93 The average fee is a "blended" value, i.e equal to about € 600 psm for the offices and about € 2200/psm deriving 
from the commercial part. The total value of 3.8 million (€ / year) is calculated on the total square meters. 
94 42.000 (€/year) computed over the total square meters. 
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Analysis and Valuation of the Investment’s Risks 

 

In order to analyze individually the incidence of the various factors regarding the 

capacity of producing return on the investment with respect to our “Base Case”, 

taking into consideration all the structural assumptions previously reported, 9 

different Sensitivity Analysis95 have been implemented. These were made on the 

basis of different combinations of risk factors to which our investment is subject: 

Cap Out96, Spread (market rates), Type of financing (Bullet, Balloon, Fixed 

instalment repayment plan or “French Amortization”), Financing structure 

(Leverage), Holding Period, Inflation, Occupancy Rate, Liquidity. 

 

 

Legend: 

Yellow: IRR “base case” 

Green: IRR greater than base case 

Gold: IRR lower than base case but still positive 

Red: IRR negative 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
95 Implemented by using Excel. 
96 Is the return at the end of the investment: Rent/Value. 
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Sensitivity I  

 

Cap Out/Spread 

 

 

  

Sensitivity I shows the results deriving from the various possible combinations of 

Cap Out and Spread. Our starting condition, IRR base case, is equal to 4.626%, 

requested according to the starting conditions of average Cap Out of 4% and Spread 

at 1.8%. On the horizontal axis, several possible Cap Out thresholds have been 

proposed, considering a 25bps difference between the various steps; given the 

previous analysis carried out on the time series of returns, resulting in a minimum 

expected change at the 95th percentile of 4.1% and an absolute minimum from 1993 

to date of 3.66%, it seemed appropriate to hypothesize a minimum return not less 

than 3.5%, otherwise implausible.  

The different levels of assumed Spreads were arranged according to a 10bps 

difference. 

The first consideration provided to us by Sensitivity I is that, as is evident, the 

margins still available to increase the performance in terms of IRR compared to our 

base case are very low; keeping the average Spread at 1.8% unchanged, with a 

reduction in yields of 25 bps (to 3.75%) an increase of around 100bps would be 

obtained in terms of IRR; the Outlook would be even better if, logically, yields were 

reduced to 3.5%. However, a yield threshold of 3.75% is difficult to obtain, having 

previously stressed that the absolute minimum at 26 was 3.66%; a possible 

interpretation deriving from this sensitivity is that the positive margins derivable 

from a possible further "push" of the market are difficult to hypothesize according to 

the current condition and that the market is probably already on its maximum levels, 

an emblematic situation of a “Bubble”. 
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Sensitivity II 

 

Cap Out/Holding Period 

 

  

 

Sensitivity II aims to isolate the effects deriving from a change in the Cap Out and 

Holding Period levels on the final output. The various Cap Out thresholds have been 

inserted on the horizontal axis, similarly to what was done in Sensitivity I, while on 

the vertical axis different options are presented in terms of Holding Period. In our 

home base it is assumed that the investment will be maintained for a period of 7 

years after which it will be disinvested.  

This strategy will guarantee the investor, according to calculations, an IRR of 

4.626%. From an initial analysis of the IRR matrix we can immediately see how in 

reality 4.626% is a result that can be "improved", under the same conditions, through 

an extension of the holding period of only 3 years, i.e passing from 7 to 10 years. In 

this case the investor would increase the yield on his investment by about 13bps; the 

main reason underlying this increase is to be found in the return component deriving 

from the property's rent and therefore from the cash flows generated by the latter. In 

a scenario in which it is unlikely that the investor can exploit the "leverage" of the 

market by acting in a speculative perspective (given the already discussed condition 

of returns), it is possible to consider replacing that potential loss of gain through the 

aid of the annuity, i.e through the stability of cash flows. 

This type of consideration is the basis of the strategy adopted by Institutional 

Investors (Pension Funds, Insurance) which, with the idea of investing, prefer the so-

called “recurring” component compared to the “extraordinary” one, relying more on 

the stability of flows rather than on the gain deriving from market volatility. In 

conclusion, it is clear from Sensitivity II how, given the evidence of current returns 

in the sector, strategies that adopt longer holding periods rather than those applicable 

to purely speculative investors or for trading purposes are preferable. 
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Sensitivity III 

 

Cap Out/Occupancy Rate 

 

 

 

Sensitivity III focuses on the relevance, in terms of performance variation, of the 

“Occupancy” risk factor. In the initial set-up of the investment, an employment rate 

of 100% was assumed, consistent with the trophy nature of the asset and the current 

level of demand for this type of asset in the sector. What the III sensitivity 

emphasizes is how, starting from an average Cap Out of 4% and an Occupancy rate 

of 100%, we reach an IRR lower than our base case (4.626%) only when the 

Vacancy level is reached at least 20% and the market Cap Out at 3.75%. In these 

conditions, our model returns an IRR of 4.34%, therefore lower than the base case 

but still firmly in positive territory. In order to observe a negative IRR, it is necessary 

to experience a strong shift in the average market Cap Out (to 4.75%) and at the 

same time an increase in the vacancy rate to 25%; in this case our investment will 

return a -0.052%. 
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Sensitivity IV 

 

Occupancy Rate/Holding Period 

 

 

 

Another interesting result is that determined by Sensitivity IV, which presents the 

different combinations of Occupancy rates and Holding Period. First of all, it must be 

observed how the matrix returns positive values in terms of IRR regardless of the 

possible variations of both components; it should however be emphasized that our 

base case turns out to be in reality almost a "best case". If we consider a time horizon 

of 10 years, our investment would return about 13 bps more than the same one at 7 

years on equal terms (a further confirmation of what has been tested by Sensitivity 

II); what is interesting to observe is how in reality even if we assumed a 

physiological increase in the vacancy rate of 5%, a 10-year holding period would still 

guarantee an IRR of 4.51%, very close to our base case, while assuming a 7-year 

holding period and a 95% occupancy rate would result in a fairly substantial loss of 

around 30bps on the standard case.  

Translated into "monetary" terms, having assumed in the initial set-up hypotheses a 

rent of 3.8 million per year, then 38 million over a 10-year horizon, a vacancy rate of 

5% would mean losing an average of 190,000 euros per year, which is a plausible 

consideration. In conclusion, this sensitivity also returns a fairly clear result: it is 

appropriate to structure the investment over a longer time horizon, "sterilize" the 

volatility component of returns determined by the market and wait for the "cycle 

change" by taking advantage of the stability of the flows of the asset itself. This 

consideration translates, once again, into a type of investment more suited to 

Institutional Investors. 
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Sensitivity V/ VI/ VII 

 

Cap Out/Inflation 

 

 

Inflation/Holding Period  

 

 

 

Inflation/Spread  

 

 

 

The three matrices above are structured in such a way as to consider the effects of 

Inflation on the final output in combination with different Cap Out, Holding Period 

and Spread thresholds. An initial inflation rate of 1.8% was assumed in the initial set-

up. As can be seen in Sensitivity V, with the same average Cap Out (4%), an increase 

in the general price level of 10bps compared to the assumed 1.8% would amount to 

an increase of about 8bps in terms of IRR; of course, if a contraction of the returns 

dictated by the average Cap Out level should occur in conjunction with a rise in 

prices, the Internal Rate of Return of our investment would further improve up to a 

reliable maximum of 6.9%. This hypothesis, realistically unlikely, would be feasible 

if the ECB was able to achieve its primary objective of maintaining inflation as close 

as possible to the 2% threshold and at the same time a further contraction of 3.5% 
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yields would occur (which in reality is highly improbable given that this yield would 

coincide with the absolute minimum return at 26 years, as attested by the analysis of 

the time series previously carried out).  

Practically similar results are given to us by Sensitivity VI, which combines different 

possible scenarios for Holding Period and Inflation. It is evident that positive 

changes in the inflation rate have a positive effect on the final yield of the 

investment, as well as an extension of the investment holding times, for the same 

reasons previously discussed. Finally, it is interesting to note that there is a clear 

"inverse correlation" between the final IRR and the current differential between BTP 

and BUND returns. As shown in Sensitivity VII, increasing variations in the Spread 

lead to a reduction in the final IRR; an increase in the Spread implies an increase in 

the "cost of money" and therefore in the rate at which the investment is financed, 

bearing in mind that the average cost of the debt is obtained as the sum of the 10-year 

IRS rate (by convention) and the Spread itself. 
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Sensitivity VIII/ IX 

 

Cap Out/Last Tranche  

 

 

 

Leverage/Last Tranche  

 

 

 

Sensitivity VIII links Cap Out and Last Tranche. The latter refers to the various 

possibilities regarding the percentage of debt that is settled through the final "maxi-

installment" according to what was agreed between the investor and the lender at the 

time of the contractual stipulation. Our initial set-up involves a type of loan with 

annual repayment of principal component plus accrued interest and a maxi-final 

installment, i.e. a “last tranche”, equal to 30% of the nominal value of the loan. This 

type of financing is called "Balloon" and is widely used today. Until the outbreak of 

the crisis in 2008, another form of financing that is often used is the so-called 

"Bullett", a type of loan that provides for the total repayment of the nominal value of 

the debt at maturity; this financing structure was found to be decidedly counter-

productive when, after the outbreak of the crisis, many investors were no longer able 

to repay the borrowed capital according to the contractual expiry. From the analysis 

of the results presented by sensitivity VIII it is possible to observe how, as the 

"consistency" of the last tranche increases, the relative IRR also increases, with the 

same average Cap Out. 
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Sensitivity IX instead considers the “Leverage” factor. This sensitivity aims to 

examine the liquidity risk to which our investment is actually subjected. Our 

operation generates a net pre-debt return (considering the Unlevered Cash Flows) of 

3.5%, which becomes an average 0.45% in terms of Cad Yield (Levered Cash 

Flows)97. In this sense, the liquidity risk in such an investment is mainly determined 

by the structure of the repayment of the capital object of the loan. It is clear that there 

is an inverse correlation between the percentage of leverage adopted and the amount 

of the last tranche of the loan repayment. In our investment, considered a 

disinvestment in the seventh year, with a leverage of 25% and a maximum 

repayment due at 0% (French amortization, the capital is fully repaid before 

maturity) a negative IRR is recorded.  

Under equivalent conditions, if an investor holding period of not anymore of 7 years 

but of 10 were considered by the investor, a positive IRR would be obtained; the 

logic underlying this result is that by diluting over time the repayment of the loan 

there will be a decrease in the "negative weight" of the loan itself on the annual flows 

generated by the investment. What can be deduced from this consideration is that, 

once again, the investment must be centered in a long-term perspective and in our 

case, with a demobilization of the investment in the seventh year, the investor would 

be forced to resort to a debt refinancing choice (trying to dilute repayment times). 

 

Instead, in the hypothesis in which the investor placed himself in a perspective of 

speculative investment, we would consider a reduced time horizon, around 4 years, 

"betting" on a further contraction of returns; as can be seen from Sensitivity II, a 

contraction of 25bps (average Cap Out at 3.75%) would imply a gain on the base 

IRR of about 200bps; on the other hand, an increase in yields to 4.25% would imply 

a loss on the yield expected by the base case of around 200bps. In a condition like 

the present one, in which the profit margins deriving from speculative maneuvers 

turn out to be minimal, the speculative investor’s bet regarding the reduction of 

holding times and of shrinking returns, turns out to be particularly risky. 

 

 

 

 

 
97 The difference between the two Yields is determined by the "weight" of the interest that is paid on the debt. 
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FINAL CONSIDERATIONS 

 

 

The final analysis of this paper, treated in this paragraph, in addition to the general 

recap of the topics covered, will allow the reader of the paper to follow the various 

processes that have accompanied the birth of this work in all its phases. 

 

The essence of this work was declared on the ending part of the Introduction, that is 

the fundamental question to which it was necessary to find an answer and on which 

this work was based: what should an investor who wishes to invest in the Milan 

Office market expect given the current condition of the returns and what would he 

encounter in terms of Market Risk? 

Going to warp, before being able to reach an exhaustive and concrete answer to the 

aforementioned question through quantitative applications and before being able to 

fully interpretate the "numbers" deriving from these applications, it was necessary to 

understand the theoretical framework of reference of the whole matter treated, its or-

igins, its evolutions and the characteristics that characterize its usefulness. Moving in 

that direction, the first two chapters have been developed with the intention of attrib-

uting a profound theoretical value to the work, finding a basis within the literature 

and research on the subject to define in detail the various aspects that have deter-

mined the importance, today attributed, to Risk Management activities in the sector. 

 

The Chapter I, entitled “The real estate market as "new" financial asset class: the 

Financialization Process” is in turn divided into three paragraphs, listed below: 

1) Financialization Process: birth and development;  

2) A great asset class: Real Estate Funds;  

3) Financial real estate-based instruments as drivers’ of 2008 financial crisis. 

In the first part of the paper it was analyzed the role of the Financialization process, 

which plays a crucial part in the economic scenario in general and also in the real 

estate market. 

The financialization of housing market can be understood only within a complex 

scenario, in which the evolution of a plurality of processes and mutual relations is 

analysed. 
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The pervasiveness of a purely financial logic, from easier access to credit to the 

spread of real estate funds, together with changes in urban land rent, has profoundly 

transformed the real estate market. 

The progressive financialization of buildings has been extensively investigated in its 

macro-level consequences, both in comparative analyzes and in national case studies. 

The development of the banking sector and the expansion of credit for the purchase 

of buildings are in fact a significant aspect of the financialization of the Italian 

economy and society. 

In fact, “financialization” goes beyond the greater availability and dissemination of 

financial instruments offered to households; the consideration for which the value of 

a material good, like the house, depends directly on a “capitalization process” is 

crucial. The price of the home is influenced by the interest and discount rates 

determined by the conditions of supply and demand on the financial market. 

The consequence of the spread of riskier and higher mortgages leads to increase the 

number of indebted families and to this must be added the spread of the real estate 

funds, mentioned within the chapter. 

The principal consequence is that, given the relative inelasticity of the building 

system, property prices increase and from here, real estate speculative bubbles are 

born and spread. 

 

The Chapter II, instead, answered to the need to have a profound theoretical 

knowledge inherent in the characteristics and structure of the Risk Management 

Process implemented by real estate investors. Within Chapter II, a broad overview is 

first made of the structure of the Risk Management activity, focusing on the 

evolution that characterized the transition from an “Integrated” approach to Risk 

Management with respect to its antecedent more "Traditional" form. In this sense, 

today Risk Management is precisely intended as an "integral" part of the complex of 

activities characterizing the corporate management, no longer only as a necessary 

tool for the mere identification and "coverage" of risks and related consequences, but 

as an activity of fundamental importance in the strategic choices of management with 

an important impact on the level of achievable returns. Once the importance of this 

function within the business management has been elaborated, a deep technical 

digression is carried out highlighting all the main moments characterizing the Risk 

Management Process (“7 Main Phases of RM”). 
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Finally, once acquired a full awareness of the theoretical reference framework and 

having therefore developed a deep knowledge of the organizational structure of the 

Risk Management activity, an empirical evaluation of an Investment was carried out 

in order to answer to the former question.  

The problem is analyzed and solved within the Chapter III. 

This work required a thorough examination of the reference real estate economic 

context (first of the Country and then of Milan), by using official data and databases 

mainly provided by “Nomisma”, analyzing in detail the macroeconomic conditions 

and by building up time series relating to the sector returns. Moreover, as anticipated 

previously, in order to carry out an examination of the current conditions of the 

office sector as structured and complete as possible, the processing of two different 

time series, one for the returns and one for the returns variation of the Milanese 

Office segment, was necessary. 

The results gained from the production of these time series, have allowed to 

accurately determine what the real condition of the returns of the office sector is 

today compared to its past trend. In this sense, it has been observed that the Milanese 

market is actually in the process (if it is not already) of reaching its full maturity. The 

analysis of the time series exploit that the returns recorded in the segment, today, are 

around 4.43% gross (around 3.6-3.3% net) and, moreover, considering that the 30-

year absolute minimum value was recorded at 3.66% (approximately 3% net), it is 

possible to affirm how this market is definitely close to its limit. 

Factors such as the 2026 Olympics could lead to the momentary "freezing" of this 

condition in favor of a turnaround (cycle shift) to a subsequent period, but in any 

case, what is evident from the results is that, the Milanese one, it appears to be a 

market that can be faced mainly with a long-term Institutional investment 

perspective.  

The 9 Sensitivities also returned rather clear indications about the likely 

inapplicability of investment logics aimed at exploiting the "volatility" component 

(speculative investment) of the market with a high improbability linked to a further 

"push" of the market in “gain” component. 

What can be deduced through the results of the aforementioned Sentivities so far is 

that an investor who intends to invest today in this market segment, should put 

himself in a perspective of exploiting more the component related to the stability of 
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the cash flows, thus extending the time required to maintain the investment, avoiding 

to expose himself, through speculative attitudes, to negative market risk mainly 

linked to an increase in market rates. 
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The growing interest occurred since the beginning of the decade in the Milan’s real 

estate sector, which was the first city capable to catalyze the negative effects deriv-

ing from the financial crisis of 2008 within the National panorama, represented for 

the same an important "springboard" aimed at triggering a decisive economic and 

structural development trend; this trend has culminated today in real estate valua-

tions that reflect the levels already reached by other major European capitals and 

which represent the maximum peaks ever achieved by the city itself over the past 

thirty years. 

 

The main objective of this paper was to carry out a careful and detailed assessment 

in terms of risk management in the Milan office market. In this sense, it results cru-

cial to produce a quantitatively analysis of the risk factors to which an investor, who 

intends to operate in this real estate segment is subject to and, above all, the profit 

potential that really exists given the current condition of returns. 

This work required a thorough examination of the reference real estate economic 

context (first of the Country and then of Milan), using official data and databases 

mainly provided by Nomisma, analyzing in detail the macroeconomic conditions and 

by building up time series relating to the sector returns.  

 

According to what reported by the "Nomisma 2019 Real Estate Observatory", the 

first half of 2019 recorded an important growth in real estate trades for the Milan 

area, marked by + 12% compared to the equivalent period of 2018. This figure does 

nothing more than reinforce the evidence of the growing trend that is still taking 

place within the real estate sector in the Milanese city. It was also interesting to ob-

serve that from the analysis of the "revenues" in the period between 2007 and 

2018, despite the overall negative outlook due to the effects of the crisis of 2008, 

the Milanese market was the most resilient, recording an average revenue equal to 

-11% compared to the -26% average recorded in the main Italian cities. 

The numbers presented above relating to the Milan real estate market "in general" 

become even more eloquent if analyzed within the "Office" segment. 
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In this sense, according to what stated by "BNP Paribas Real Estate Report", the first 

quarter (Q1) of 2019 can be defined as one of the "best Q1 ever".  

This statement is effectively reflected in the comparison between the data identi-

fied for Q1 2018 and those of Q1 2019, which report an increase in terms of Take 

Up equal to + 45% compared to 2018, a decrease in the level of Total Vacancy Rate 

of 0.1% and an increase in the total Investments made in the Office sector equal to 

+ 263% compared to the equivalent of the period 2018. 

From a purely academic perspective, by virtue of the data listed above (and a more 

clearly defined overview within the chapter) it is therefore possible to place this 

specific market segment in the "Rental Growth Accelerating" position within the 

sector Business Cycle. 

As anticipated previously, in order to carry out an examination of the current condi-

tions of the office sector as structured and complete as possible, the processing of a 

time series of returns for the Milanese Office segment was necessary.  

 

To this end, historical data from 1993 to date have been considered. 

 

It is important to underline that in the calculation of the returns (gross) only average 

values have been calculated and considered (to obtain a more consistent analysis), 

both for the rents and for the real estate values of the period98. Therefore, for each 

calendar year (I semester / II semester) from 1993 to the present, the average value 

(in euro per square meter) was calculated between the maximum price and the mini-

mum price recorded by Nomisma within the period; a similar procedure was carried 

out with regard to the average rental values per period. 

 

On the next page, the obtained time series is shown. 

 

 

 

 

 

 
98 Source: Nomisma’s Database (Rents and Prices). 
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Figura 199: Milan Office Time Series 1993-2019 (Avg Price-Rent, Gross Yield) 

 

Year Half Avg Price Avg Rent
Gross 

Yield

Std Dev 

('93-'18)

1993 1  €             4.878  €          248 5,07% 0,55%

1993 2  €             4.639  €          219 4,72%

1994 1  €             4.108  €          204 4,95%

1994 2  €             3.970  €          201 5,06%

1995 1  €             3.480  €          207 5,95%

1995 2  €             3.701  €          204 5,51%

1996 1  €             3.575  €          186 5,19%

1996 2  €             3.533  €          182 5,14%

1997 1  €             3.238  €          169 5,20%

1997 2  €             3.163  €          172 5,44%

1998 1  €             3.034  €          189 6,23%

1998 2  €             3.247  €          177 5,45%

1999 1  €             3.436  €          183 5,31%

1999 2  €             3.507  €          184 5,23%

2000 1  €             3.547  €          198 5,58%

2000 2  €             3.763  €          205 5,43%

2001 1  €             3.872  €          213 5,50%

2001 2  €             4.099  €          228 5,55%

2002 1  €             4.545  €          261 5,74%

2002 2  €             4.889  €          284 5,81%

2003 1  €             5.083  €          294 5,77%

2003 2  €             5.404  €          298 5,51%

2004 1  €             5.660  €          315 5,56%

2004 2  €             5.860  €          316 5,39%

2005 1  €             6.016  €          318 5,29%

2005 2  €             6.170  €          315 5,10%

2006 1  €             6.381  €          310 4,85%

2006 2  €             6.535  €          301 4,61%

2007 1  €             6.812  €          316 4,64%

2007 2  €             7.040  €          328 4,65%

2008 1  €             7.245  €          340 4,69%

2008 2  €             7.350  €          343 4,67%

2009 1  €             7.100  €          334 4,70%

2009 2  €             6.942  €          321 4,62%

2010 1  €             6.889  €          317 4,59%

2010 2  €             6.791  €          300 4,41%

2011 1  €             6.818  €          294 4,31%

2011 2  €             6.627  €          284 4,29%

2012 1  €             6.535  €          281 4,30%

2012 2  €             6.455  €          275 4,25%

2013 1  €             6.326  €          268 4,23%

2013 2  €             6.225  €          267 4,28%

2014 1  €             6.157  €          261 4,23%

2014 2  €             6.047  €          260 4,30%

2015 1  €             5.896  €          260 4,40%

2015 2  €             5.901  €          253 4,28%

2016 1  €             5.844  €          252 4,31%

2016 2  €             5.822  €          248 4,26%

2017 1  €             5.747  €          250 4,35%

2017 2  €             5.758  €          251 4,35%

2018 1  €             5.721  €          253 4,41%

2018 2  €             5.791  €          256 4,41%

2019 1  €             5.707  €          253 4,43%  

 

What emerges preliminarily from the results shown in Figure 1 is how in the Milan-

ese area, in the Offices Sector, from 2007 onwards there has been a progressive com-

pression of returns (they have no longer reached 5%) due to a simultaneous positive 

growth in prices (prices displayed in the table are average values). Wanting to ex-

plore the theme of distribution and the evolution over time of these returns, the time 

series of the variations has been computed (considering these returns); on the basis 

of these half-yearly changes there were then calculated, by virtue of the last data rec-

 
99 Source: Personal Processing 
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orded to date (4,43%) and on the basis of the minimum and maximum variations his-

torically recorded (3,66% and 5,32%), a Minimum value and a Maximum value. On 

this basis of values obtained as historical minimum and maximum, the minimum and 

maximum variations Expected within this distribution were subsequently calculated 

at the 95th percentile (5% Confidence Interval). 

 

Figure 2100: Milan Office Cap rate Time Series – (Min-Max Variation) 

 

Index

4,43%

3,66%

5,32%

Min VaR 95% 4,10%

Max VaR 4,96%

1 1993 5,07% 5,07%

2 1993 -0,35% -0,35%

3 1994 0,23% 0,23%

4 1994 0,11% 0,11%

5 1995 0,89% 0,89%

6 1995 -0,44% -0,44%

7 1996 -0,32% -0,32%

8 1996 -0,05% -0,05%

9 1997 0,07% 0,07%

10 1997 0,23% 0,23%

11 1998 0,79% 0,79%

12 1998 -0,78% -0,78%

13 1999 -0,14% -0,14%

14 1999 -0,08% -0,08%

15 2000 0,35% 0,35%

16 2000 -0,15% -0,15%

17 2001 0,07% 0,07%

18 2001 0,05% 0,05%

19 2002 0,19% 0,19%

20 2002 0,07% 0,07%

21 2003 -0,03% -0,03%

22 2003 -0,27% -0,27%

23 2004 0,05% 0,05%

24 2004 -0,16% -0,16%

25 2005 -0,11% -0,11%

26 2005 -0,19% -0,19%

27 2006 -0,25% -0,25%

28 2006 -0,24% -0,24%

29 2007 0,03% 0,03%

30 2007 0,01% 0,01%

31 2008 0,04% 0,04%

32 2008 -0,03% -0,03%

33 2009 0,04% 0,04%

34 2009 -0,09% -0,09%

35 2010 -0,02% -0,02%

36 2010 -0,18% -0,18%

37 2011 -0,10% -0,10%

38 2011 -0,03% -0,03%

39 2012 0,01% 0,01%

40 2012 -0,05% -0,05%

41 2013 -0,02% -0,02%

42 2013 0,05% 0,05%

43 2014 -0,05% -0,05%

44 2014 0,07% 0,07%

45 2015 0,10% 0,10%

46 2015 -0,12% -0,12%

47 2016 0,03% 0,03%

48 2016 -0,05% -0,05%

49 2017 0,09% 0,09%

50 2017 0,00% 0,00%

51 2018 0,06% 0,06%

52 2018 0,00% 0,00%

53 2019 0,02% 0,02%

Time series ASSET  (Cap rate)

Last

Min

Max

 

 

 

 
100 Source: Personal Processing. 
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The results of this analysis reported that, starting from 4,43% recorded in the first 

half of 2019, the minimum and maximum value expected are respectively 4.10% and 

4.96%. Furthermore, if we consider that the average spread between gross and net 

yield is 50-70 bps, we obtain a minimum net yield value of 3,6% -3,3%; then by ap-

plying this reasoning to the historical minimum value (3,66%), a minimum net yield 

of 2,9%-3% is obtained. 

Therefore, taking as a reference the current net yield presented by City News 2019 of 

BNP Paribas Real Estate with regard to the Milanese office market in the central 

area, equal to 3.3%, it is possible to state how the condition of this segment today is, 

in performance terms, very close to the minimum value obtained from the 

distribution with a confidence interval of 5% and, progressively, in the phase of 

approaching the historical minimum absolute value. 

 

Having now obtained a clear preliminary screening of the economic environment for 

the current Milan office market with respect to its historical trend, the goal is 

therefore to carry out, through a rigorous quantitative-analytical approach placed in 

the perspective of Risk Management, a punctual evaluation of an investment in this 

segment, thus trying to answer the fundamental question: what should an investor 

who wishes to invest in the Milan office market expect given the current evidence of 

compression of returns and what would he encounter in terms of Market Risk? 

 

The objective is therefore to exploit, through a rigorous quantitative-analytical 

approach, a reliable and precise evaluation that has as a final result a clear 

understanding of what is the condition of this segment, of the real “profit/loss 

margins”, of the risks and the most applicable investment strategies within the 

current scenario.  

 

To obtain this result, 9 different Sensitivity Analysis have been carried out. 
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Set-up of the Investment 

 

The initial Set-up of the investment involves the acquisition of an asset trophy within 

that segment.  

The total investment is estimated at 95 million euros and was carried out through the 

following financing structure: 75% Equity, 25% Debt. The building, located in the 

central area of Milan, is characterized by its high quality (Iconic Building) and a 

structural condition that provides for a first commercial "plate" of approximately 

900sqm and an upper part destined for office use of approximately 3000sqm. The 

acquisition of the asset takes place entirely in T0 and it is assumed that the 

investment is maintained for a period of 7 years, at the end of which it is disinvested. 

The average cost of the debt is equal to 1,96% per year, deriving from an IRS 

(Interest rate swap) rate of 0,16%101 and an average Spread of 1,8%.  

The hypothetical financing is of the Balloon102 type, with a maxi-final installment of 

30% of the loan.  

The market average Cap In and Cap Out at 4% was assumed for this type of asset, in 

line with the analysis previously carried out.  

The average rent is 900 (€/psm)103, Capex 10 (€/psm)104. 

The Occupancy rate, given the asset's trophy nature, is equal to 100%. It should also 

be emphasized that the Net Yield resulting from our analysis is equal to 3,28% and 

therefore perfectly in line with the current market condition; the Levered IRR of the 

transaction, which incorporates both "components" of cash flow deriving 

respectively from the lease of the property and from its sale to maturity, is equal to 

4,626%. 

 

The following is a summary table of the set-up including all the initial hypotheses of 

the investment just discussed. 

 

 

 
101 As of 30/06/2019. 

102 Balloon: Financing that provides for the payment of annual installments and a pre-established maxi-final 
installment. Non-constant but decreasing interests (by virtue of the annual repayment of principal). 
103 The average fee is a "blended" value, i.e equal to about € 600 psm for the offices and about € 2200/psm deriving 
from the commercial part. The total value of 3.8 million (€ / year) is calculated on the total square meters. 

104 42.000 (€/year) computed over the total square meters. 
 



119 
 

Figure 3105: Initial set-up of the Investment 

 

 

 

 

Analysis and Valuation of the Investment’s Risks 

 

In order to analyze individually the incidence of the various factors regarding the ca-

pacity of producing return on the investment with respect to our “Base Case” 

(4,626%), taking into consideration all the structural assumptions previously report-

ed, 9 different Sensitivity Analysis106 have been implemented. These were made on 

the basis of different combinations of risk factors to which our investment is subject: 

Cap Out107, Spread (market rates), Type of financing (Bullet, Balloon, Fixed in-

stalment repayment plan or “French Amortization”), Financing structure (Leverage), 

Holding Period, Inflation, Occupancy Rate, Liquidity. 

 

Legend: 

Yellow: IRR “base case” 

Green: IRR greater than base case 

Gold: IRR lower than base case but still positive 

Red: IRR negative 

 

 

 
105 Source: Personal Processing. 

106 Implemented by using Excel. 
107 Is the return at the end of the investment: Rent/Value. 
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** For reasons of "extension", the analysis and interpretation relating to each of the 

Sensitivities implemented, will only be “presented” here. The detailed version for 

each of them can be found within the Chapter 3 of the Thesis. ** 

 

Sensitivity I 

Cap Out/Spread 

 

 

 

Sensitivity I shows the results deriving from the various possible combinations of 

Cap Out and Spread. Our starting condition, IRR base case, is equal to 4.626%, 

requested according to the starting conditions of average Cap Out of 4% and Spread 

at 1.8%. On the horizontal axis, several possible Cap Out thresholds have been 

proposed, considering a 25bps difference between the various steps; given the 

previous analysis carried out on the time series of returns, resulting in a minimum 

expected change at the 95th percentile of 4.1% and an absolute minimum from 1993 

to date of 3.66%, it seemed appropriate to hypothesize a minimum return not less 

than 3.5%, otherwise implausible.  

The different levels of assumed Spreads were arranged according to a 10bps differ-

ence. 
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Sensivity II 

Cap Out/Holding Period 

 

 

 

Sensitivity II aims to isolate the effects deriving from a change in the Cap Out and 

Holding Period levels on the final output. The various Cap Out thresholds have been 

inserted on the horizontal axis, similarly to what was done in Sensitivity I, while on 

the vertical axis different options are presented in terms of Holding Period. In our 

base case it is assumed that the investment will be maintained for a period of 7 years 

after which it will be disinvested. This strategy will guarantee the investor, according 

to calculations, an IRR of 4.626%. From an initial analysis of the IRR matrix we can 

immediately see how in reality 4.626% is a result that can be "improved", under the 

same conditions, through an extension of the holding period of only 3 years, i.e. 

passing from 7 to 10 years. In this case the investor would increase the yield on his 

investment by about 13bps. 

 

Sensitivity III 

Cap Out/Occupancy Rate 

 

 

 

Sensitivity III focuses on the relevance, in terms of performance variation, of the 

“Occupancy” risk factor. In the initial set-up of the investment, an employment rate 

of 100% was assumed, consistent with the trophy nature of the asset and the current 
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level of demand for this type of asset in the sector. What the III sensitivity emphasiz-

es is how, starting from an average Cap Out of 4% and an Occupancy rate of 100%, 

we reach an IRR lower than our base case (4.626%) only when the Vacancy level is 

reached at least 20% and the market Cap Out at 3.75%. 

 

Sensitivity IV 

Occupancy Rate/Holding Period 

 

 

 

Another interesting result is that determined by Sensitivity IV, which presents the dif-

ferent combinations of Occupancy rates and Holding Period. First of all, it must be 

observed how the matrix returns positive values in terms of IRR regardless of the 

possible variations of both components; it should however be emphasized that our 

base case turns out to be in reality almost a "best case". If we consider a time horizon 

of 10 years, our investment would return about 13 bps more than the same one at 7 

years on equal terms (a further confirmation of what has been tested by Sensitivity 

II). 
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Sensitivity V/ VI/ VII 

Cap Out/Inflation 

 

 

 

Inflation/Holding Period  

 

 

 

Inflation/Spread  

 

 

 

The three matrices above are structured in such a way as to consider the effects of 

Inflation on the final output in combination with different Cap Out, Holding Period 

and Spread thresholds. An initial inflation rate of 1.8% was assumed in the initial set-

up. As can be seen in Sensitivity V, with the same average Cap Out (4%), an increase 

in the general price level of 10bps compared to the assumed 1.8% would amount to 

an increase of about 8bps in terms of IRR; Practically similar results are given to us 

by Sensitivity VI, which combines different possible scenarios for Holding Period 

and Inflation. It is evident that positive changes in the inflation rate have a positive 

effect on the final yield of the investment, as well as an extension of the investment 

holding times, for the same reasons previously discussed. Finally, it is interesting to 

note that there is a clear "inverse correlation" between the final IRR and the current 



124 
 

differential between BTP and BUND returns. As shown in Sensitivity VII, increasing 

variations in the Spread lead to a reduction in the final IRR; an increase in the Spread 

implies an increase in the "cost of money" and therefore in the rate at which the 

investment is financed, bearing in mind that the average cost of the debt is obtained 

as the sum of the 10-year IRS rate (by convention) and the Spread itself. 

 

Sensitivity VIII/IX 

Cap Out/Last Tranche 

 

 

 

Leverage/Last Tranche  

 

 

 

Sensitivity VIII links Cap Out and Last Tranche. The latter refers to the various pos-

sibilities regarding the percentage of debt that is settled through the final "maxi-

installment" according to what was agreed between the investor and the lender at the 

time of the contractual stipulation.  

Sensitivity IX instead considers the “Leverage” factor. This sensitivity aims to exam-

ine the liquidity risk to which our investment is actually subjected. Our operation 

generates a net pre-debt return (considering the Unlevered Cash Flows) of 3.5%, 

which becomes an average 0.45% in terms of Cad Yield (Levered Cash Flows)108. In 

this sense, the liquidity risk in such an investment is mainly determined by the struc-

ture of the repayment of the capital object of the loan. 

 
108 The difference between the two Yields is determined by the "weight" of the interest that is paid on the debt. 
 



125 
 

 

However, the analytical and evaluative core of the paper could not be separated from 

a deep knowledge of the entire theoretical reference framework. 

The first two chapters have been developed with the intention of attributing a pro-

found theoretical value to the work, finding a basis within the literature and research 

on the subject to define in detail the various aspects that have determined the im-

portance, today attributed, to Risk Management activities in the sector. 

 

In particular, Chapter I presents a review of the "Real Estate Market Financialization 

Process", highlighting (also from a historical point of view) the topical moments that 

led to a transformation of the real estate market from a "sector in its own right" to a 

characterizing component and underlying of numerous financial assets. This process, 

which began at the end of the 18th century, has significantly changed the structure of 

the entire economic system, pushing towards the creation of an entire theoretical 

framework aimed at the study and exploitation of financial instruments capable of 

satisfying the interests of households and institutional investors, both willing to 

dispose their resources within the real estate market.  

Therefore, always within Chapter I, a detailed analysis is carried out of the main 

“instrument” resulting from this process which has involved a profound 

transformation in relation to the liquidity capacities of this sector, i.e. the Real Estate 

Fund. The principal phases of its creation and development are therefore analyzed 

(starting from the initial set-up of the fund, the "building selection" according to the 

established management lines, the “acquisition strategy”, the reimbursement of the 

shares), the Governance, the Surveillance and finally, in the final part of the chapter, 

a broad digression is made concerning the fundamental role played by the "Real 

Estate-based" instruments during the financial crisis of 2008. 

 

What was discussed and examined in Chapter 2, instead, responds to the need to 

have a profound theoretical knowledge inherent in the characteristics and structure of 

the Risk Management Process implemented by real estate investors. 

Subsequently, the financial crisis that has occurred since 2008, the credit sector has 

undergone a decisive regulatory evolution with a special “view” to risk management. 
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In this sense, one of the risks on which the entities willing to regulate have placed 

their focus is undoubtedly the Real Estate Risk, even though this matter is still not 

entirely free from critical issues and the presence of regulatory gaps.                                                                     

Within Chapter II, a broad overview is first made of the structure of the Risk 

Management activity, focusing on the evolution that characterized the transition from 

an “Integrated” approach to Risk Management with respect to its antecedent more 

"Traditional" form. In this sense, today Risk Management is precisely intended as an 

"integral" part of the complex of activities characterizing the corporate management, 

no longer only as a necessary tool for the mere identification and "coverage" of risks 

and related consequences, but as an activity of fundamental importance in the 

strategic choices of management with an important impact on the level of achievable 

returns. What was once a "sectoral" type of activity, limited to the analysis of 

specific and particular types of risk ("Traditional Approach") has now taken on its 

own dimension and wholeness through the creation, or rather "assembly", of the 

various Risk management functions within the company; an evolution, therefore, that 

has had important implications also from a regulatory point of view given the precise 

identification by the international bodies of the so-called “key players”, the main 

functions involved in this activity and the precise responsibilities within each of the 

actors involved in that process.  

It has been observed that a transition to an integrated approach leads to the main 

advantages in terms of: Effectiveness, Efficiency and Utility for top Management (the 

numbers are presented within the chapter). 

Once the importance of this function within the business management has been 

elaborated, a deep technical digression is carried out highlighting all the main 

moments characterizing the Risk Management Process.  

Specifically:  

 

1. Risk Policies Setting; 

2. Risk Mapping: Financial vs Non-Financial; 

3. Risk Measurements; 

4. Risk Assessment; 

5. Risk Containment Strategy; 

6. Risk Reporting; 

7. Risk Model Consistency. 
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For each of the seven steps making up the process, the main characteristics, scope 

and figures involved in the empirical application are carefully studied. 

 

Figure 4109: Risk Management Process 

 

 

 

 

 

 

 

 

 

 

 

 

 
109 Source: Risk Management Company (SGR) Luca D’Antrassi Head of Asset Valuation DeA Capital RE SGR. 
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