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European economic growth is showing clear signs of recovering through 
H2 2024 and into 2025, and the European Central Bank made its first interest 
rate cut at the start of June. While market expectations of the number of ECB 
rate cuts has reduced through 2024, at least one more cut is expected in 
H2 2024, with further cuts in 2025. From a real estate perspective, what 
matters most is that the medium-term outlook for rates has remained largely 
unchanged.  

In Europe, real estate capital markets have now adapted to the increased 
interest rate environment, with real estate yields largely showing as stable 
through Q2 2024. In addition, real estate fundamentals for most sectors 
remain robust, with rental pressures driven by ongoing occupier demand 
meeting limited supply. Our strategic outlook is focused on real estate assets 
which benefit from robust long-term drivers of demand to support 
occupancy and drive real rental growth. Our conviction themes target asset-
specific opportunities to supply space into constrained occupier markets. 

Positive data shows Eurozone GDP is recovering from the broad stagnation in 
2023, picking up through 2024 and into 2025, though growth remains uneven 
across countries limiting the overall recovery. For real estate, this environment 
of steady but varied growth will drive differential tenant demand. Our 
investment strategies seek to identify those opportunities which we believe 
will benefit from stronger occupational demand and ongoing investment 
market liquidity. We therefore continue to focus on those real estate sectors 
where demand is supported by three key long-term secular growth drivers:
• Target demand driven by demographic changes and urbanisation.
• Position assets for tightening efficiency and sustainability requirements.
• Embrace technological changes.

In addition, we continue to look to exploit opportunities to capture deep value 
as market values stabilize after the recent dislocation.

In our view, European real estate 
valuations have troughed. With GDP 
recovering and rates reducing the 
outlook for real estate is positive

Tivoli Avenida Liberdade - Lisbon, Portugal
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European real estate yields saw a significant correction between the start of 2022 and Q1 2024, but market evidence suggests that 
the repricing has now played out, with real estate yields showing far greater stability in Q2 2024. For the markets covered by IRE’s 
investment focus, CBRE’s published market yields show an average outward shift of 107bps between January 2022 and June 2024, 
though almost 10% of markets have started to show some tightening, indicating a degree of over-correction. The markets that have 
seen 100bps or more of yield widening are variously those that were tightest priced to start with, secondary assets, or sectors where 
the income profile has materially changed – e.g. residential markets where rent caps have been introduced or adjusted. 

While prime yields saw negative valuation driven yield shift during 2023, rents in most sectors have remained remarkably robust. 
Occupier activity has remained strong as demand for the best quality space has seen prime rents continue to grow or, at worst, 
remain stable.

Our House View guidance is underpinned by the expectation of a period of real estate yield stability after the recent market 
correction. 

While current real estate pricing is in line with historic ranges in European markets, it is at the tighter end of that range. As a result, 
we expect cap rate compression will play a lesser role for real estate value growth, certainly until long-term rates fall further than 
currently expected, enabling spreads move closer to the long-term average. 

European real estate capital markets have been through a significant shock over the past 24 months, but the occupier 
fundamentals have been robust in most markets and sectors. This is the result of demand remaining solid and generally hitting 
limited supply. Increasing confidence, as evidenced by e.g. the OECD Composite Lead Indicator, will further support demand for 
quality space, and hence support rent levels and rental growth. Furthermore, we would note that over the past two years, rental 
value growth across Europe has been less than headline inflation (or construction cost inflation), even for the best spaces, and 
therefore occupier affordability is maintained in real terms. 

As a result, achieving the best real estate returns, relative to the respective local market, will require a focus on property income 
growth and reliance on secular demand drivers that can mitigate an easing of the economic cycle. It also elevates the need to 
seek differentiated performance through market selection, because of the large historical gap between top- and bottom-
performing markets. Our House View going into 2025 therefore has four key tenets:

Looking forward

Yields have adjusted to financing costs, but 
capital demand remains an area to watch. Our 
base case is for yield stability after the recent 
correction, though we note that the adjustment to 
date reflects the movement in debt costs rather 
than any longer-term imbalances in capital 
availability. Further price correction may result if 
we see a mismatch between the profile of capital 
looking to invest in real estate versus the type of 
assets being brought to market. 

Flat yields require income growth as the driver 
of returns. A period of low economic growth 
means not all sectors will see the same demand, 
so we will lean into the structural tailwinds noted 
above to drive income. While consumer 
confidence remains weak we will lean away from 
industries / sectors exposed to mass-market 
discretionary spend.

Growing regulatory pressure around 
sustainability presents both threats and 
opportunities. Demand for energy-efficient, 
sustainable spaces is growing while supply is 
weak, and we will seek to deliver into shortages. 
Risk of stranding will drive distressed priced 
opportunities over the medium term, particularly 
with asset owners that are also impacted by 
increased debt costs, creating opportunities to 
acquire assets for repositioning. 

Opportunity arises out of volatility. Historically, 
forward investment returns have been strongest 
for vintage years coming out of a market 
correction. We expect to see continuing 
opportunities for those able to execute on their 
conviction strategies in current market 
conditions.
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Changes in 
lending activity 
will drive 
two areas of 
opportunity

DL Invest - Warsaw, Poland

The current market correction has resulted in banks taking a more cautious approach to 
new lending, increasing the focus on fully-leased, core real estate. While this stance is 
slowly softening, we continue to see two key areas of opportunity for IRE over the 
medium-term: the first is for alternative lenders to step into the funding gaps left where 
banks retreat and the second is pressure on existing owners around refinancing 
deadlines, which will result in assets being brought to market for sale.

IRE’s debt investment team underwrites opportunities based on real estate 
fundamentals, backing strong sponsors and partners by providing whole loans and 
mezzanine finance for a wide variety of assets including less traditional property sectors 
and those with an element of redevelopment or repositioning. As such, we believe the 
current retrenchment of the banks away from higher leverage and away from more 
alternative real estate sectors will continue to provide attractive opportunities.  Recent 
examples include a mezzanine loan secured on pre-let logistics assets in Poland and a 
whole loan financing the development of a cold storage facility in Italy.  Both examples 
demonstrate the benefits of combining of our pan-European debt expertise with our on-
the-ground regional real estate knowledge.

Meanwhile, the increased costs of refinancing existing assets will continue to drive 
owners to review their current investments, and we believe in many instances this will 
combine with increasing capex needed to meet efficiency requirements. It is our 
conviction that such opportunities will come to market over the next four to five years, 
as interest rates fixed at low rates gradually roll off. 

alternative lenders to step into the 
funding gaps left where banks retreat

pressure on existing owners around 
refinancing deadlines

which will result in assets being brought to market

01 02
Two key areas 

of opportunity for 
IRE over the 

medium-term

Magazzino - Trieste, Italy
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Setting strategy 
to capture this 
outperformance 

The previous decade saw persistent trends in the relative performance between 
real estate sectors. Our conviction is that sector allocation as the dominant driver 
of returns will break down, and instead investors need to focus on identifying 
winners within each sector.  Over the longer-term the relative risk premia 
between real estate sectors fluctuates, both globally and within individual 
markets. A key driver of these variations is changes in the outlook for income 
growth between the sectors, where those with a more positive growth outlook 
will trade more tightly than other sectors, all else being equal. However, the 
recent market correction and related illiquidity has led to a greater variation both 
in terms of current pricing and also in terms of the rental growth outlook by asset. 

Our outlook for property sector income growth is based on each sector’s 
exposure to long-term secular demand drivers, sensitivity to the economic 
cycle, and exposure to new supply within its local market. As forward-thinking 
real estate investors, we have stopped thinking in terms of four large sectors. 
Instead we think about sub-sectors and how assets are positioned within 
micro-niches. For example, the ‘industrial’ sector sees a huge variation in the 
return outlook between R&D space versus cold storage versus urban 
distribution. In other words, the details matter.

Asset specific returns will be driven in part by clear business plans and a 
disciplined approach to delivering these. But NOI growth is also strongly shaped 
by secular trends which drive changes in the relative demand patterns over 
time, including shifts in the tenant landscape which are further exacerbated by 
changes in financial markets. We are focusing on four key trends which will 
shape real estate investment over the shorter- and medium-term.

Capital 8 - Paris, France

• Acquire from motivated sellers 
of assets which align with our 
longer-term convictions

• Partner with developers and 
platforms to deliver new stock 
where supply has been disrupted 
by capital market conditions

• Utilise our real estate expertise 
to provide financing in situations 
being overlooked by mainstream 
lenders

• Continuing undersupply of single 
family and multi-family housing 
versus household formation

• Increasing congestion in urban 
transportation and delivery 
networks

• Pro-actively acquire older 
assets in strong locations for 
repositioning to Grade A and 
modern efficiency standards

• Invest in existing IRE assets to 
improve efficiency and maximise 
values

• Life science facilities to 
accommodate increasing 
healthcare investment

• Increasing shifts in all real estate 
types towards more operationally 
intensive utilisation

Short term: Exploit 
opportunities to capture deep 

value in market dislocation 

Target demand driven by 
demographic changes and 

urbanisation

Position assets for tightening 
efficiency and sustainability 

requirements

Embrace technological 
changes

Conviction investment drivers 2025-26
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Demographic 
shifts

Demographic changes, including urbanisation, are key drivers of changing real 
estate demand. The most obvious sectors that this theme covers are 
residential, but these structural shifts do have significant real estate impacts 
beyond just beds.

European countries continue to suffer from a historic, and continuing, 
undersupply of housing relative to household formation. In addition, recent 
increases in mortgage rates continue to keep many would-be buyers in rental 
accommodation, while residential developers remain under financial pressure. 
As a result, residential is a real estate sector where there is consistent demand, 
which drives robust occupancy and stable cash flows. There are some concerns 
in this space regarding the affordability of rents in certain cities, and this is 
manifesting in increased markets deploying rental regulations while policymakers 
at the same time will have to ensure that the delivery of new supply does not 
stop. We therefore continue to seek opportunities in this space, but with a 
primary focus on open-market rented assets which are at an affordable point of 
the local demand curve and unencumbered by rent regulations. 

However, the impact of demographic and urbanisation trends on real estate 
are not limited to residential assets. For example, we see significant congestion 
in urban delivery networks, as ongoing urbanisation increases demand density 
at the same time as the growth in online retail increases the volume to be 
delivered. Fulfilment of online orders requires around double the warehouse 
space of a traditional retail sale, and in addition connectivity into transport 
networks is key, as for a distribution or delivery tenant, a 1% saving in transport 
costs justifies paying more than 10% extra in rent. Our key focus for this 
strategy is the European mega-cities of Paris and London, though we also see 
opportunities in high wealth locations such as Munich and Amsterdam. 

Holloway Head - Birmingham, UK

Exploiting the 
current market 
dislocation

The first of these arises out of the current market volatility. We are already 
seeing opportunities to capture deep value appearing, and we are seeking 
motivated sellers of assets which are aligned to our long-term conviction 
goals. These opportunities typically arise as existing owners face refinancing 
deadlines or pressures from fund expiries, and pending ESG investment often 
increases the motivation to sell. 

Related to this, we are also seeing opportunities to partner with developers or 
operators who are seeking to deliver new space into undersupplied markets, and 
where the tightened capital market conditions are limiting their sources of 
funding. We will utilise IRE’s on-the-ground networks in our key markets to 
access off-market opportunities, both acquiring standing stock from owners 
needing a quick or discreet divestment, or from special situations including the 
distress already seen in the market. 
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Brent Cross - London, UK

ESG Across the European real estate market, Environmental, Social, Governance 
(ESG) credentials are an increasingly important consideration for both real 
estate investors and occupiers. ESG+R (ESG and Resilience) investing is a 
fundamental commitment at Invesco Real Estate. Increasingly stringent 
regulations on the Energy Performance Certification are required when leasing 
assets, and result in opportunities for institutional investors to reposition less 
efficient assets to the highest sustainability standards. 

Our strategic response to the ESG challenges is to ensure the sustainability of 
our assets and, in doing so, we seek to maximise investment returns. More 
sustainable buildings can be proven to drive higher rents and lower vacancies, 
and price at tighter cap rates. As a result, our focus on sustainability is 
fundamentally aligned with seeking to maximise investment performance. 

We continually monitor all existing IRE assets for sustainability, and our 
business plans ensure that all assets meet all relevant standards in advance of 
the regulation timeline. The resulting capex requirements are assessed against 
expected future value impacts, accepting that some capex will be defensive 
(i.e. to maintain values) and some will be accretive. And we also look to 
accelerate disposition plans for assets which may struggle to adhere to 
relevant regulations.

We are also looking to acquire assets for repositioning to Grade A standards. 
Opportunities are arising from existing owners unable to invest to meet 
increasing efficiency requirements, particularly when combined with financing 
/ refinancing pressures. We will continue to target core assets in gateway cities 
where investor and occupier demand remains most robust through cycles, 
utilising IRE’s on-the-ground expertise in our key markets, also securing access 
to attractive returns on super-core assets that do not normally transact.

More sustainable buildings can be 
proven to drive higher rents and 
lower vacancies, and price at tighter 
cap rates. As a result, our focus on 
sustainability is fundamentally 
aligned with seeking to maximize 
investment performance.
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Invesco Real Estate
Portman Square House
43-45 Portman Square
W1H 6LY
London
UK

Contact us

Mike Bessell 
Managing Director 
European Investment Strategist
+44 207 034 3894
mike.bessell@invesco.com

Technology changes

Conclusion

Technological developments are driving significant changes across the 
modern world. In real estate, we see the impact in both direct demand and 
also indirect changes. Within the former, we see for example demand for life 
science assets to meet growing healthcare investment, or the rise of data 
centres to meet growing data storage needs. Both of these categories of real 
estate remain in strong demand from both occupiers and investors, though 
transaction volumes remain limited. 

We are also seeing indirect impacts of technological changes on real estate, in 
particular enabling a shift for almost all real estate sectors towards more 
operational utilisation. There is an increasing focus on the breadth of amenities 
in locations, requiring real estate to adapt increasingly to more integrated live-
work-play uses, and this requires landlord involvement in amenity provision 
and wider placemaking. The increasing demand from tenants for lease 
flexibility places pressure on landlords to manage assets accordingly, which is 
increasingly enabled by technology solutions, while we are also seeing many 
examples of tenants seeking partnerships with landlords to support expansion, 
which requires a high degree of operational involvement for the real estate 
operator. 

We head into Q4 2024 expecting values to start to recover after 24 months of 
correction. However,  the recent slight downward adjustment in European interest 
rates has possibly come a fraction too late, so will likely keep the pace of 
transactions subdued through year-end. We have growing confidence that 
transaction activity is likely to re-accelerate in early 2025, and that the start of a 
new real estate value cycle is close at hand.

Real estate continues to offer significant diversification benefits versus other asset 
classes, and these diversification benefits exist across real estate markets and 
sectors. Opportunities in the real estate market today are across the capital stack 
and across the risk spectrum. In our experience, many asset allocations retain a 
home bias towards real estate exposure as well as targeting a specific risk 
segment, and we believe all investors should be considering whether they are 
appropriately diversified. 

Geopolitical considerations remain key risks to the outlook, but overall we believe 
that the recent correction in values offers attractive entry points into the sector. 
Also, recent reductions in development pipelines are expected to shift the supply/
demand balance more into the favour of the asset owner landlord. While global 
and macro factors are continuing to drive real estate returns, we believe that over 
the next couple of years local knowledge will be particularly important for driving 
relative outperformance.

We have growing confidence that 
transaction activity is likely to re-
accelerate in early 2025, and that the 
start of a new real estate value cycle 
is close at hand.
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Investment risks
The value of investments and any income will fluctuate (this may partly be the result of exchange rate fluctuations) and investors 
may not get back the full amount invested. Property and land can be difficult to sell, so investors may not be able to sell such 
investments when they want to. The value of property is generally a matter of an independent valuer’s opinion and may not be 
realised.

These materials may contain statements that are not purely historical in nature but are “forward-looking statements.” These include, 
among other things, projections, forecasts, estimates of income, yield or return or future performance targets. These forward-
looking statements are based upon certain assumptions, some of which are described herein. Actual events are difficult to predict 
and may substantially differ from those assumed. All forward-looking statements included herein are based on information available 
on the date hereof and Invesco assumes no duty to update any forward-looking statement. Accordingly, there can be no assurance 
that estimated returns or projections can be realized, that forward-looking statements will materialize or that actual returns or 
results will not be materially lower than those presented. The opinions expressed are those of the author, are based on current 
market conditions and are subject to change without notice. These opinions may differ from those of other Invesco investment 
professionals.

Important information
This marketing communication is intended only for Professional clients in Switzerland and Professional Clients in Continental Europe (as defined below), Dubai, Isle of Man, 
Ireland, Jersey, Guernsey and the UK; for Qualified Clients/Sophisticated investors in Israel; for Sophisticated or Professional Investors in Australia; for Professional Investors 
in Hong Kong; for Qualified Institutional Investors in Japan; for Qualified Professional Investors in the Republic of Korea; for certain specific sovereign wealth funds and/or 
Qualified Domestic Institutional Investors approved by local regulators only in the People’s Republic of China; for certain specific institutional investors in Malaysia upon 
request; for Institutional Investors and/or Accredited Investors in Singapore; for Institutional Investors in the USA. In Canada this document is for use by investors who are (i) 
Accredited Investors and (ii) Permitted Clients, as defined under National Instrument 45-106 and National Instrument 31-103, respectively. It is not intended for and should not 
be distributed to, or relied upon, by the public or retail investors.

For the distribution of this document, Continental Europe is defined as Andorra, Austria, Belgium, Croatia, Czech Republic, Denmark, Finland, France, Germany, Hungary, Italy, 
Luxembourg, Netherlands, Norway, Romania, Spain and Sweden.

By accepting this document, you consent to communicate with us in English, unless you inform us otherwise.

This document contains general information only and does not take into account individual objectives, taxation position or financial needs. Nor does this constitute a 
recommendation of the suitability of any investment strategy for a particular investor. Neither Invesco Ltd. nor any of its member companies guarantee the return of capital, 
distribution of income or the performance of any fund or strategy. This document is not an invitation to subscribe for shares in a fund nor is it to be construed as an offer to buy 
or sell any financial instruments. As with all investments, there are associated inherent risks. This document is by way of information only. This document has been prepared 
only for those persons to whom Invesco has provided it. It should not be relied upon by anyone else and you may only reproduce, circulate and use this document (or any part 
of it) with the consent of Invesco. Asset management services are provided by Invesco in accordance with appropriate local legislation and regulations.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. This is not to be construed as an offer to buy or sell 
any financial instruments and should not be relied upon as the sole factor in an investment making decision. As with all investments there are associated inherent risks. Please 
obtain and review all financial material carefully before investing.

For illustrative purposes only, these examples are not performance-related but were instead chosen to illustrate assets within Invesco Real Estate portfolio which relate to the 
themes discussed in this document.

This does not constitute a recommendation of any investment strategy or product for a particular investor. Investors should consult a financial professional before making 
any investment decisions if they are uncertain whether an investment is suitable for them.

Data as of September 2024, unless otherwise stated.

Views and opinions are based on current market conditions and are subject to change. 

While there may be Environmental, Social and Governance (ESG) aspects, there is no guarantee that the evaluation of ESG considerations will be additive to performance.

Australia
This document has been prepared only for those persons to whom Invesco has provided it. It should not be relied upon by anyone else. Information contained in this 
document may not have been prepared or tailored for an Australian audience and does not constitute an offer of a financial product in Australia.

You may only reproduce, circulate and use this document (or any part of it) with the consent of Invesco.

The information in this document has been prepared without taking into account any investor’s investment objectives, financial situation or particular needs. Before acting on 
the information the investor should consider its appropriateness having regard to their investment objectives, financial situation and needs.

You should note that this information:
• may contain references to dollar amounts which are not Australian dollars;
• may contain financial information which is not prepared in accordance with Australian law or practices;
• may not address risks associated with investment in foreign currency denominated investments; and + does not address Australian tax issues.

Issued in Australia by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne, Victoria, 3000, Australia which holds an Australian Financial 
Services Licence number 239916.

Singapore
This document may not be circulated or distributed, whether directly or indirectly, to persons in Singapore other than (i) to an institutional investor under Section 304 of the 
Securities and Futures Act (the “SFA”), (ii) to a relevant person pursuant to Section 305(1), or any person pursuant to Section 305(2), and in accordance with the conditions 
specified in Section 305 of the SFA, or (iii) otherwise pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA.

This document is for the sole use of the recipient on an institutional offer basis and/ or accredited investors and cannot be distributed within Singapore by way of a public 
offer, public advertisement or in any other means of public marketing.

Issued in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza, Singapore 048619. 
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Hong Kong
This document is only intended for use with Professional Investors in Hong Kong. Invesco Hong Kong Limited 景順投資管理有限公司, 45/F, Jardine House, 1 Connaught 
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Japan
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public or retail investors. 

Issued in Japan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1 Roppongi, Minato-ku, Tokyo 106-6114; Registration Number: The 
Director-General of Kanto Local Finance Bureau (Kin-sho) 306; Member of the Investment Trusts Association, Japan and the Japan Investment Advisers Association, and/or 2) 
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United States
Issued in the US by Invesco Advisers, Inc., 1331 Spring Street NW, Suite 2500, Atlanta, GA 30309

Canada
In Canada this document is for use by investors who are (i) Accredited Investors, and (ii) Permitted Clients, as defined under National Instrument 45-106 and National 
Instrument 31-103, respectively. 

Issued in Canada by Invesco Canada Ltd., 120 Bloor Street East, Suite 700, Toronto, Ontario M4W 1B7.
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The document is intended only for Professional clients in Switzerland and Professional Clients in Continental Europe, Dubai, Guernsey, Ireland, Isle of Man, Jersey and the UK and is 
not for consumer use. Marketing materials may only be distributed without public solicitation and in compliance with any private placement rules or equivalent set forth in the laws, 
rules and regulations of the jurisdiction concerned. This document is not intended to provide specific investment advice including, without limitation, investment, financial, legal, 
accounting or tax advice, or to make any recommendations about the suitability of any product for the circumstances of any particular investor. You should take appropriate advice 
as to any securities, taxation or other legislation affecting you personally prior to investment. No part of this material may be copied, photocopied or duplicated in any form by any 
means or redistributed without Invesco’s prior written consent.

Invesco Invesco Asset Management Limited, Index Tower Level 6 - Unit 616, P.O. Box 506599, Al Mustaqbal Street, DIFC, Dubai, United Arab Emirates. Regulated by the Dubai 
Financial Services Authority.
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This document may not be reproduced or used for any other purpose, nor be furnished to any other person other than those to whom copies have been sent. Nothing in 
this document should be considered investment advice or investment marketing as defined in the Regulation of Investment Advice, Investment Marketing and Portfolio 
Management Law, 1995 (“the Investment Advice Law”). Investors are encouraged to seek competent investment advice from a locally licensed investment advisor prior 
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thereunder. 
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