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Key takeaways

Asset Managers

— Offices: Polarisation is emerging, with the adoption of hybrid working methods focusing rental demand on

the central urban districts and properties refurbished to the latest standards.

— Retail: The restrained consumer behaviour and the absence of tourists are continuing to weigh on the

rental market, while investors are focusing their interest on the most resilient properties and segments.

— Hospitality: The Delta variant weighed strongly on the rebound potential in the summer, while in view of

the Omicron variant the recovery of the sector up to 2023 will only be gradual.

— Logistics: The boom is continuing on the back of the growth of e-commerce and the restructuring of sup-

ply chains, with the sector benefiting from its popularity among users and investors.
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Following the Delta variant, the Omicron variant
joined the party at the end of 2021. Overall hotel oc-
cupancy rates picked up in 2021 compared with 2020
but remain on average 20% to 40% below their pre-
crisis level depending on the typology. On a positive
note, long-term investors have not turned away from
key destinations, where a gradual recovery is expected
in 2023-2024, rather than a rebound. This scenario is
now integrated in the pricing of transactions by ex-
perts. According to the forecasts, very popular tourist
destinations such as Barcelona, Milan and Rome are
set to recover their pre-Covid levels, in terms of
RevPAR before Madrid, where the increased supply
has weighed on RevPAR in recent years.
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This region is the main beneficiary of EU recovery
funds. The economic climate improved considerably in
2021, especially in Italy. Consumer confidence there is
at its highest level in several years. Whether Italy can
embark on a period of substantial economic healing
will largely depend on the outcome of the forthcoming
general election. The Spanish economy recovered more
slowly in 2021 and is currently afflicted by an energy
crisis that has led to a sharp rise in inflation. The eco-
nomic progress in the three countries will depend on
the development of the global financial markets. At a
time of monetary policy tightening outside the euro-
zone, the widening of government bond spreads poses
arisk to the entire region.

The office sector is becoming po-
larised

Following several months of uncertainty about the fu-
ture of rental demand, transactional activity resumed
with the lifting of health restrictions. A polarisation of
the sector is emerging, with strong momentum rec-
orded in the central districts of Milan, Barcelona and
Madrid, while peripheral areas are shaped by rising va-
cancy rates. Most companies are adopting a hybrid
working method and gradually reducing their office
space in order to replace it with collaborative space
adapted to the well-being of employees. As a result,
user searches are concentrated on refurbished proper-
ties offering high-quality flexible office benefits. Prime
rents have remained stable in Milan, largely thanks to
the increase in accompanying measures. However, de-
creases have been recorded in recent quarters in Ma-
drid and Barcelona.

Retail below potential

There has been no sustained acceleration of household
consumption expenditure following the post-lock-
down recovery of consumption. While the success of
the vaccine passport in the three countries explains mo-
bility and the rebound in tourism in Q3 2021, the re-
strained household consumer behaviour continues to
weigh on all the retail segments, with a very significant
downturn on high streets, at shopping centres and in
online shopping. Vacancy rates remain at high levels,
with 10% to 20% due to the rationalisation of brand
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portfolios. The polarisation arises from major dispari-
ties between the vacancy rates per property or address
for each of the sectors and those in the three countries.
The average fall in rents of 20% and more on the major
prime high streets offers opportunities. The luxury sec-
tor continues to suffer badly with historically high va-
cancies. Although tourist arrivals are recovering
strongly, they remain on average 30% to 50% below
their pre-Covid level, which is affecting the recovery
potential of “jumbo” and high street shops: this is par-
ticularly the case in Spain and Portugal, where the UK,
German and Nordic clientéle is proportionately less
vaccinated. Not surprisingly, convenience formats are
holding up better, even if the process of “musical
chairs” takes account of safeguarding or liquidation
procedures. The big winners are the discount, textile,
food and leisure brands that are continuing to pene-
trate secondary towns in Spain and Portugal. On the
investment market, some players with diversified risk
profiles remain active: be these opportunists seeking to
reposition their assets or long-term institutional inves-
tors, all are attracted by the fall in prices or resilient
segments such as retail parks and other food portfolios.

Logistics outperforming

The sector has emerged from the pandemic victorious.
The penetration rates of e-commerce, which were fairly
weak in southern Europe, have grown strongly and
permanently changed consumer habits. XXL space is
largely being targeted by international e-commerce
players that are rapidly expanding their territorial net-
work. While supply is receding in the northern Italian
corridor, vacancy rates remain stable in Barcelona and
Madrid due to the significant number of speculative
projects launched and in spite of the strong take-up
levels. The sector’s strong fundamentals are generating
intense competition among investors wishing to posi-
tion themselves in this established asset class, leading
to a rapid compression of yields. The task now is to
measure how long prices could rise for while remain-
ing justified by rental growth prospects.
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Chart 1: Development of prime logistics yields in Chart 2: Development of vacancy rates in the of-
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Do you have any questions or would you like to subscribe to this publication?
Please send an email to info@swisslife-am.com.
For more information, please visit our website at www.swisslife-am.com/research.
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