ith the availability of

debt and equity both still

rising and an improving

occupier market in much

of the region, volumes and
values are steadily moving back towards
pre-crisis levels across much of Europe.

In an environment where interest rates
will stay low for longer but investors
are nervy of the risks around them,
the current period of strong demand
for stable, income-producing property
should persist and hence this cycle will be
longer than usual.

Foreign investment has again been the
fastest-growing market segment, with
global rather than European players
dominating. North America remains
the most prolific source of capital, but
Middle Eastern activity has been the
fastest growing over the last 12 months.

Overall, investment is forecast to rise
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by 25%, making 2015 the strongest year
on record, while pricing will continue to
improve, driven by modest further yield
compression and slow but steady rental
growth for prime property.

With core markets at the fore, the UK
and Germany remain the top two targets
and saw strong growth last year. The
Nordics also saw stronger demand, as did
Belgium and the Netherlands. France is
seeing demand, but activity has fallen as
supply cannot match the high levels that
drove the market in 2014

Offices are the largest sector of activity
in most areas, but quality retail and

logistics are also in favour. Other sectors,
led by residential, health and hospitality,
have been the fastest growing, however.

Supply levels are at last improving,
with the availability of portfolios key
to the market’s recent acceleration,
feeding a need among many investors to
deploy capital quickly and efficiently. As
deleveraging, strategy changes and stock
churning add to available stock, a further
improvement in supply will be notable in
the next six to 12 months.

In terms of city-specific hotspots,
Berlin, Frankfurt and Munich continue
to be favoured by investors, as well as
Europe’s recovering fringe areas, notably
Madrid, Barcelona, Milan and Warsaw.

Recent events, including the devaluation




of the renminbi, have led to a slowing of
demand from certain Far Eastern buyers
of residential property in London. But
the underlying desire for property in

the UK capital remains strong and the
reasons for owning it are unchanged.
Other residential hotspots include
Barcelona, Slovenia and Stockholm.

Economic growth expectations may have
edged down this year, but the expansion
for 2015 overall will still be stronger than
last year. Nervousness about Greece has
mostly been taken in everyone’s stride,
while consumption potential has been
boosted by lower commodity prices

and exports are being helped by the
weaker euro. At the same time, cash-rich
businesses are being pushed to invest and
corporate activity will increase.

Prime rents rose by 2% in western
Europe last year, with growth in prime
high streets, distribution and select office
markets as still largely cost-sensitive

tenants sought space to boost their
productivity and profile in a market of
limited recent development. More of the
same is likely this year. Overall growth
is heading above 3%, which is still low
by historic standards for a recovery but,
when set against current inflation, is a
strong proposition for investors.
Alternative sectors are of growing
interest, particularly hospitality,

healthcare, residential and infrastructure.

Geographically speaking, investors are
moving to south and central Europe.
Particularly strong are Poland and the
Czech Republic, with Hungary and
Romania also appealing to investors
searching for yield and opportunity.
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Events in Greece and Ukraine continue
to destabilise some markets, and
increasing geopolitical instability in the
Middle East is affecting neighbouring
markets such as Turkey. But investor
interest has spread further afield, with
the strongest growth in the south, led by
Spain but with Italy also on the rise and
Portugal at last seeing some recovery.
While still selective, investor demand
also now embraces central Europe and a
range of eastern markets are also up.

Dawid Hutchings is a partner and head
of EMEA investment strategy and capital
markets at Cushman & Wakefield
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