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Executive Summary 

ECONOMY 

• Europe’s economy escaped an energy crisis-induced recession this winter, growth remains
positive, and headline inflation is rapidly cooling—albeit core inflation is proving stickier.

• After 15 years of balance sheet repairs and a tightening of regulation and supervision,
European banks entered the recent market turmoil on a strong footing.

• ECB rate hikes may exceed market expectations if core inflation remains stubbornly high.

• The U.K. economy appears to be on a slightly divergent path, with weaker growth and
stronger inflation due to lingering structural shocks.

PROPERTY MARKETS 

• Interest rate hikes have been heavily felt in CRE prices, with value shifts of around -20%
and transaction levels down -60% in the past 12 months.

• Negative repricing has been greatest in the lowest-yielding, most sought-after sectors with the
best long-term prospects, while the least attractive sectors have outperformed in the
downturn.

• Barring capital market events and refinancing risks, the opportunity to invest at or near the
bottom of the European property cycle appears close.

• The cost of debt will likely remain high, and investors will need to work harder for returns in
the coming cycle. ESG will play a crucial role for investors to extract alpha and avoid
obsolescence.
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Economic Outlook 

As Europe transitions to spring, there is a palpable sense of relief that winter passed without energy 
shortages occurring. The economy is performing better than expected, with modest Eurozone GDP 
growth during the first quarter (0.1%). That reflects the Eurozone Composite PMI surpassing the 50+ 
growth threshold for the third consecutive month in March at 53.7, after a February reading of 52.0.  
Still, the European Commission’s Economic Sentiment Indictor (ESI) at 99.3 in March was marginally 
below its expansion mark of 100. 

Eurozone inflation is falling, down to 6.9% in March from its October 2022 peak of 10.6%, driven by 
strong energy price base effects (Figure 1). Core inflation (which excludes volatile energy and food 
prices) is proving stickier, reaching a record high at 5.7% in March, pushed up by the services 
component. On the upside, labor market conditions remain strong with the participation rate 
continuing to trend upward and unemployment in February at a record low of 6.6%. Only a very small 
rise is projected this year. This will provide some support to households struggling with elevated 
inflation and higher credit costs, but also could put upward pressure on wages, thus increasing the 
risk of a wage-price spiral developing. 

Testing the stability of the global financial system has been the recent U.S. regional banking crisis, 
which was followed in quick succession—albeit for very different reasons—by the collapse of Credit 
Suisse and its subsequent purchase by rival UBS. The rapid regulatory response, a better capitalized 
bank sector with 15 years of balance sheet repairs and tighter post-GFC regulation and supervision 
helped weather the volatility. Yet the banking crisis is a timely reminder that exogenous shocks can 
derail the economy. Banking turmoil means credit conditions will likely remain tight during 2023. For 
real estate, the most structurally challenged sectors (secondary offices, non-food retail and others) 
could experience elevated near-term refinancing risks. 

FIGURE 1: EUROZONE INFLATION 

Sources: Eurostat. As of April 2023.   
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Growth and inflation continue to show more resilience than expected. While base effects have 
started to push headline inflation down, core inflation remains stubbornly high. The latter usually 
follows the former with a lag and has become the European Central Bank’s (ECB) focus. If core 
inflation does not abate, the ECB may be forced to raise its policy rate above the 3.5% currently 
priced in by markets. 

The U.K. economy appears to be on a slightly divergent path from the Euro area, with weaker growth 
and stronger inflation due to lingering structural shocks. The Bank of England may be forced to hike 
even in a slowing economy. 

FIGURE 2: GDP COUNTRY FORECASTS (% P.A.) 

FIGURE 3: EUROZONE LABOR 
MARKET  

Source: Oxford Economics. As of April 2023. 

FIGURE 4: INTEREST RATE OUTLOOK 

Source: Oxford Economics. As of April 2023. 

GDP (% p.a.) 2021 2022 2023 2024 2025 2026 2027 
2023-
2027 

France 6.8% 2.6% 0.5% 1.0% 2.6% 2.4% 1.9% 1.7% 

Germany 2.6% 1.9% -0.1% 1.2% 2.3% 1.9% 1.1% 1.3% 

NL 4.9% 4.5% 1.2% 1.4% 1.6% 1.3% 1.2% 1.3% 

Italy 7.0% 3.8% 0.8% 1.0% 1.0% 0.5% 0.3% 0.7% 

Spain 5.5% 5.5% 1.6% 1.4% 2.2% 2.0% 2.0% 1.8% 

Sweden 5.2% 2.7% -0.7% 1.2% 2.3% 2.4% 2.3% 1.5% 

U.K. 7.6% 4.0% 0.0% 1.5% 2.5% 2.2% 1.4% 1.5% 

Eurozone 5.3% 3.5% 0.6% 1.2% 2.1% 1.8% 1.4% 1.4% 
Source: Oxford Economics. As of April 2023. 
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Capital Market/Pricing

According to CBRE, European commercial real estate (CRE) 
investment continues to slow with just €34 billion transacted in 
the first quarter of 2023, down -63% from a year ago.  

Interest rate hikes have been heavily felt in European 
property markets in the past year. Prime yields have 
responded with an increase of about 100 basis points (bps) 
to about 4.25% (Figure 6). That represents a negative 
capital value impact in excess of 20% p.a.  

Yield movements slowed to around 10-15 bps in the first 
quarter of 2023 (Figure 5). Barring capital market events and 
refinancing risks, and accepting that transactions will likely 
remain sluggish this year, the opportunity to invest at or near 
the bottom of the European property cycle appears to be close. 

Logistics have seen a yield-driven downward capital 
adjustment of some -30% on an annual basis, yet 
fundamentals remain bright (see industrial sector). Even the 
very best top-rated ESG/STEM offices, multifamily, and internet 
resilient grocery retail property values have fallen -20% to -25% 
p.a. In comparison, retail warehouse and shopping centers are 
down only -5% to -10% p.a., despite negative online 
headwinds. These formats now generate income returns of 
5.5% to 6% per year, which would be compelling if there is 
certainty to retain tenants, scheme “offer”, and critical mass. 

Assuming that peak interest rate anxiety and associated 
“unknown” financial consequences are behind us, real estate 
investment volumes should begin to pick up later this year. 
However, the cost of debt will likely remain high, and investors 
will need to work harder for returns in the coming cycle. ESG 
will also play a crucial role for investors to extract alpha and 
avoid obsolescence.  

The availability of property bank credit has become ever more 
selective in terms of both sector and asset quality. The 
EURIBOR 5-year swap was stable at 2.8% in the first quarter. 
Property debt margins also have stabilized at 150-200 bps, 
implying a total cost of CRE debt at around 4.5% to 4.75%. 
Margins are higher in the U.K. at 175–250 bps depending on 
the sector.  

Refinancing risks for CRE, particularly in non-perfect assets 
and underappreciated sectors (e.g., secondary offices and non-
grocery retail) are central concerns. For example, the REIT 
sector, while just 5% of the European CRE investment 
universe, faces a wall of expiring corporate bonds (Figure 7). A 
considerable opportunity exists for alternative lenders. 

FIGURE 5: EUROPEAN PRIME CRE YIELD MOVEMENTS 

FIGURE 6: EUROPEAN PRIME CRE YIELDS 

       Source: CBRE. As of April 2023. 

FIGURE 7: EUROPEAN REIT DEBT MATURITY 

Source: CBRE. As of April 2023. 
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Occupier Markets/Pricing

OFFICE SECTOR 

European office leasing activity held up remarkably well in 
2022. Annual take-up totaled 11.9 million square meters 
(5.0% of total office stock), a post-pandemic high and 
slightly above the 10-year average (Figure 8). 

The European office vacancy rate moved toward 
stabilization through 2022, only marginally increasing to 
7.8% and still below the long-run average of about 8.3%. 
Markets with above-average vacancies include London 
and Dublin, while markets with below-normal vacancy 
rates include Copenhagen, Vienna and Madrid.   

European office completions in 2022 totaled 1.7% of 
overall office stock, which is below the obsolescence rate 
of about 2.5% p.a., assuming a 40-year building life. It is 
expected that 2023 will deliver the highest year of 
completions since the GFC (2.2% of stock, still below the 
obsolescence rate), which will ease back thereafter. 
Projects beyond 2023 may be delayed as higher 
development costs and lower capital values squeeze 
developer profits.  

The return to office (RTO) continues across Europe. 
Savills report that physical occupancy has improved, 
increasing from 43% to 55% since last summer. This 
compares to the pre-pandemic norm of around 70%. 
Across markets, the improving trend is clear. It is not just a 
case of smaller cities with shorter commutes leading the 
pack, with Paris well ahead of London in this respect.  

Despite concerns over the RTO and considerable 
economic headwinds, prime office rents are still growing 
strongly, increasing 6.7% p.a. through March 2023. Rental 
prospects remain best for offices with top-rated ESG 
credentials. Shortages of this type of space will likely 
intensify in the years ahead—and thus where our office 
investment activity will mainly focus over the coming 
years. 

European prime office yields have shifted out almost 100 
bps in the past year, to average about 4% through March 
2023. They are expected to continue to weaken further. 
Dutch and German prime offices have seen the most 
aggressive shift in investment pricing—rising 125-150 bps. 

FIGURE 8: EUROPEAN OFFICES: MARKET BALANCE 

Source: Cushman & Wakefield. As of December 31, 2022. 

FIGURE 9: EUROPEAN OFFICES: PHYSICAL 
OCCUPANCY RATE (%) 

Source: Savills. As of March 31, 2023. 

4%
5%
6%
7%
8%
9%
10%
11%

0%
1%
2%
3%
4%
5%
6%
7%

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

Va
ca

nc
y 

R
at

e

Take-Up Completions Vacancy (RHS)

0

10

20

30

40

50

60

70

Pari
s C

BD
Mad

rid

Stoc
kh

olm
Dub

lin

Prag
ue

Euro
pe

Lo
nd

on
 (W

E)

Lo
nd

on
 C

ity

Wars
aw

(%
)

Jun-22 Feb-23 Optimal occupancy



1 
For investment professionals only  7 

European Real Estate QUARTERLY RESEARCH 

  Occupier Markets/Pricing 

RETAIL SECTOR 

European retail sales remain negative, falling by -3.0% in 
the 12 months to February 2023 (Figure 10). Consumer 
confidence remains in the doldrums, albeit improving 
slightly. The consumer confidence indicator at -19 is up 
from a September low of -29, but remains below the long-
run average of -12. 

Resilient labor markets are a positive for nominal 
household incomes, but wage increases are currently 
undershooting inflation. That means a fall in real 
purchasing power, also known as the “cost-of-living crisis.” 

As expected, the immediate post-COVID retail revival 
proved short lived, halted by falling real incomes. While 
e-commerce adoption rates have eased from the
pandemic years, they are reverting to the long-term
positive trend. The brief renaissance enjoyed by physical
stores has passed due to the rising cost of living and the
slower economy as well as the relentless onward march of
technological change in the form of e-commerce.

Retail rents have fallen by almost -3% over the last 12 
months, with large declines recorded in Germany, Finland, 
and the Netherlands. Gradual downward rental pressure 
looks set to persist. 

We continue to favor the grocery sector because food is a 
necessity and thus largely immune to price increases. 
Capacity constraints, low margins, and high delivery costs 
also imply a considerable degree of internet resilience; 
with recent growth in the sector coming from grocery, 
focused on in-store picked “instant” services such as 
Deliveroo and Uber Eats. 

Non-food retail has outperformed in the past year, with 
yields increasing just circa 50 bps and a current stable 
valuer outlook for European malls and retail parks. The 
latter have even begun to harden in the U.K. Is this a 
structural shift in investor demand, or more likely that they 
were already repriced to reflect much weaker long-term 
fundamentals? 

FIGURE 10: EUROPEAN RETAIL CLIMATE 

Source: Eurostat. As of April 2023. 

FIGURE 11: EUROZONE: WAGE GROWTH (NOMINAL & 
REAL) 

Source: Oxford Economics. As of April 2023. 
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Occupier Markets/Pricing 

INDUSTRIAL SECTOR 

Logistics demand remained robust across Europe in 2022, 
recording over 31 million square meters of take up, just -
6% below the all-time high achieved in 2021 (Figure 12). 
There was a modest softening in demand from retailer and 
e-commerce tenants, but rising demand from
manufacturers looking to build resiliency.

The Global Supply Chain Index indicates that pressures 
are passing, which could taper excess near-term occupier 
demand. But other secular trends favoring e-commerce, 
onshoring, and the need to maintain inventories in a less 
global world are likely to compensate. Vacancy rates 
remain at historic lows, at just 2.6% at the European level, 
which is marginally up on the quarter but still incredibly 
tight. 

JLL reports that development activity dropped by -12% in 
the fourth quarter, with the slowdown largely driven by the 
U.K. and Poland. Speculative development in the fourth 
quarter totaled 9.5 million square meters (exceeding 40% 
of the total), largely concentrated in Poland, the U.K. and 
Spain. The lack of available space and higher construction 
costs are likely to impact development viability and impede 
take-up activity going forward. Build-to-suit will 
increasingly be the preferred option for occupiers seeking 
top quality buildings. 

European logistics rental growth remains strong, but the 
pace eased over the quarter; average prime rents were up 
2.1% over the quarter compared to 4.3% last quarter. The 
annual pace of rental growth is 13.4%, more than four 
times the 10-year average.  

It is notable that even in the hottest occupational property 
markets in recent years, development was unable to 
match demand. Despite incredibly strong rental price 
signals, this lack of speculative behavior simply reflects 
tighter lending for property development in a post-GFC 
Basel III regulatory environment. 

Despite still highly compelling fundamentals, prime 
logistics yields have shifted out in the past year by 100-
200 bps to average about 4.5% through March 2023.  
While further rate hikes are likely to come, we hopeful we 
are past peak interest rate anxiety. Given the still 
compelling outlook for logistics, some modest yield 
compression is entirely possible over the next few years. 

FIGURE 12: EUROPEAN LOGISTICS: MARKET BALANCE 

Source: CBRE. As of December 31, 2022. 

FIGURE 13: GLOBAL SUPPLY CHAIN PRESSURE INDEX 

Source: Federal Reserve Bank of New York. As of March 31, 
2023. 
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Occupier Markets/Pricing 

ACCOMMODATION SECTOR 

According to Eurostat, E.U. house prices fell -1.5%, while 
rents grew 0.6% during the fourth quarter of 2022. On an 
annual basis, price appreciation slowed to 3.6% and rents 
were up 2.5%. Prices declined in 15 of the 27 member 
nations. In the U.K., ONS PRS rental growth on an annual 
basis is at a record 4.6% through March 2023 (Figure 14). 

More current data shows that the downward pricing trend 
continued into the first quarter. Through March 2023, the 
U.K.’s Nationwide House Price Index fell an
annualized -3.1%, while Statistics Netherlands reported
prices were down -2.3% p.a.; prices in Sweden declined
-12% p.a. according to Danske Bank.

There is no paradox in falling house prices and rising rents 
or vice versa. Our analysis shows evidence that residential 
rents tend to lag house prices by around 12-24 months. 
House prices are falling due to rising interest rate payments. 
Rents are increasing, not just due to landlords passing 
higher mortgage payments on to tenants, but because first-
time buyer mortgage affordability also has deteriorated, 
which sustains and increases the pool of renters. 

In general, Oxford Economics forecasts that since house 
price declines correlate to where the run up in prices was 
higher during the pandemic years, a larger correction is in 
store for Sweden and the Netherlands, while a mere 
softening is likely for Spain and Italy (Figure 15). The U.K. 
is an outlier, probably reflecting additional structural 
shocks. House prices also will be more vulnerable to 
interest rates where a higher proportion of mortgages are 
on variable terms or rate fixes are shorter. 

European multifamily yields have shifted out 75 bps in the 
past year to average just under 3.5% through March 2023. 
They are expected to continue to weaken further. Paris, 
Amsterdam, and Stockholm have seen the most 
aggressive shift in investment pricing, out about 100 bps in 
the past year. 

Over the long term, the focus remains on locations with 
positive demographics and where housing supply 
pressures are greatest. Rent controls could constrain 
future growth potential, but also will increase the security 
of tenure by reducing tenant turnover and income 
duration. Rising ESG regulations will also likely lead to 
considerable investment and refurbishment opportunities. 

FIGURE 14: U.K. RESIDENTIAL: PRICES VS. RENTS 

Source: Nationwide, ONS. As of April 2023. 

FIGURE 15: EUROPEAN HOUSE PRICES 

Source: Oxford Economics. As of April 2023. 
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enhancing the team’s ability to collect, augment and analyze data to inform better decision making.  
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