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Strategy implications Asset Managers

First half of 2021

Key takeaways

- K-shaped development: the polarisation of locations and sub-sectors has once again increased markedly,
particularly in retail

- Overcome short-term view: current developments should not obscure the long-term view of real estate
investors

- Action rather than reaction: after experiencing rapid changes, focusing on long-term scenarios is a key
requirement for long-term investments such as core real estate

- Shift of returns: the strong focus of investors on core assets offers opportunities for other investment
strategies

- Partnership: investors should now be seeking strong relationships with their current and future tenants in

order to be part of the solution

Strategy implications - type of use and regional focus
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In 2021, investors will aim to get back on track regard- or style drift considerations, pure core investors’ key fo-
ing their investment targets and make some adjust- cus will be on the long-term orientation of their real
ments to their strategy. Due to the current uncertainty, estate allocation. We therefore continue to monitor
they will tend to focus on core assets in prime locations, lockdown impacts while also focusing on long-term
thereby reducing their return. In this environment, it changes that could influence the income stream of an
could pay off for some to consider value-adding or op- asset, such as home-working and online shopping
portunistic strategies in order to maintain their return trends, as well as a recovery of travel.

targets. However, and apart from any short-term events
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Market investment - overview
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Interpretation

An overweight indicates that as of today we
recommend investing a higher proportionate
share in a given category. The assessment
factors in current and future socio-economic
and real estate data, takes an absolute view
and is not compared against other catego-
ries/countries.
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Favoured strategy:

- Central location, good connectivity

- London, Paris, Berlin, Munich, Zurich

As the new year gets underway, for many companies the
economic future is still tainted with uncertainty. Take-
up consequently remains subdued. At the same time,
the long-term effects on the demand for space due to
an increased share of employees working from home
are adding to the uncertainty. Investor demand is
therefore very selective - a strategy we support as we be-
lieve that 1) not all work that needs floor space can be
done at home, and 2) even if work can be done at home,
people still have a need to meet, socialise and innovate
together while also seeking an experience of affiliation
to the company.

The strategy for a core/core+ investor remains the
same: focusing on good quality assets (i.e. with flexible
floor space and a high technical standard) in the well-
connected environments of larger metropolitan areas is
a safe way to go. In any event, 2021 will be a year of
transition characterised by weak demand for new
space, as companies are likely to hold back on location
and staffing decisions until the pandemic is over.

As the supply of these kinds of assets is low and de-
mand high, we expect yields to decrease further. In or-
der to pursue a given return target, now is therefore a
good time to rethink strategies and invest in urban-
outskirt still to be developed. However, more special-
ised know-how is needed for such investment strate-
gies.

While we wish to highlight the need for accurate asset
selection with our “neutral” weighting, some European
office markets can be categorised as “overweight”, espe-
cially urban areas such as London, Paris, Munich and
Zurich.
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H2 2020 take-up was weak as renewed government re-
strictions prevented office reoccupation. Thus, take-up
for 2020 remained 40% below the five-year average.
There were also concerns about a no-deal exit from the
EU. With a trade deal now struck and the vaccine roll-
out underway, we expect take-up to improve through-
out H2 2021. The pandemic has prompted occupiers to
reassess their preferences. In future much more space
will be devoted to collaboration rather than to desks.
More emphasis will be placed on quality and service.
Well connected, amenity-rich locations such as Central
London and the “Big Six” markets should be resilient
as they are easily accessible and provide the vibrancy oc-
cupiers desire. Stock selection will be crucial.

Take-up in France has decreased by 50% since the start
of 2020. In addition, last year’s 30% drop in the Paris in-
vestment market can be explained by the lack of investa-
ble stock. Corporates will continue to reduce floor area
in the short term. Reduced developments suggest a
structural downward shift in take-up. Apparently com-
mercial incentives are back at their 2008 levels in the
Paris region, with strong divergences across submarkets.
Inner Paris is experiencing polarising trends in letting
and investment demand. Following recent transactions,
prime rents and capitalisation rates in the CBD are sta-
ble. The outer submarkets are vulnerable, with a
stronger outward yield shift in locations with higher va-
cancies such as La Défense (9.7% at the end of 2020) and
Paris CBD (3.4%). We recommend stock-picking assets
in new emerging tech markets. Paris remains our pre-
ferred market, as it is set to lead in the recovery phase.

Berlin and Munich showed their resilience in 2020 with
ongoing low vacancies of around 2% and moderate de-
clines in take-up, thereby remaining our favourites.
The other top seven markets and economically strong
regional markets provide additional opportunities for
core properties. Owing to the shift towards flexible
working, location is becoming more crucial: modern,
customisable buildings in central locations are on the
list to buy. Properties in less attractive decentralised lo-
cations with problematic transport connections and
service infrastructures should be avoided or sold out of
portfolios.
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- underweight

Favoured strategy:

- Convenience shops, local supply

- Selective urban areas across Europe

Retail sales altogether held up surprisingly well in 2020
given the slump in GDP witnessed. However, they were
significantly supported by the shift to online shopping,
which forms part of total retail sales. With another
sharp rise in online sales in 2020 of 36% in the UK, 20%
in Germany and 14% in France (up from 19%, 16% and
11% respectively in the previous year), this trend will
further reduce the demand for retail space in the me-
dium to long term. It has become increasingly difficult
again to talk in general terms about retail; instead we
need to distinguish between convenience shopping, su-
permarkets, high streets, shopping centres, services, ca-
tering and so on.

The pandemic has not only accelerated structural
changes but also revealed some structural failings: the
“no brainer” sector has for a very long time faced chal-
lenges leading to an oversupply, mismanagement and
underinvestment in existing assets.

As an investor, it is now time to be part of the retailer’s
business story, which in turn must take consumers’
needs into consideration. While focusing on the desire
for convenience, we believe the combination of station-
ary and online is set to be the future (e.g. click & col-
lect). This is very likely to lead to less space demand,
while at the same time operators become more prudent
in their space selection, with changing requirements in
terms of configuration. In our view this will lead to a
retail landscape with less but enhanced floorspace and
fewer but fitter operators. At the same time, all services
that cannot be provided online such as hairdressers
and restaurant meals will also need to be considered as
these are also services people wish to experience.

Going forward, retail will be a capital-intensive sector
that requires readiness to invest. The fall in value of
specific locations is an opportunity to reposition as-
sets, change the tenant mix (or use) and make rental
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