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EXECUTIVE SUMMARY

Real estate returns are set
to remain weak going into
2024 as pricing continues
to adjust to higher interest
rates and liquidity remains

depressed.

Occupier markets have
held up in 2023 and the
outlook for next year 1s
stable, although downside
risks dominate.
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Investment opportunities
are starting to emerge in
markets where pricing

adjustments are nearing an

end and demand remains
posttive.




MARKET OUTLOOK

The sharp repricing of European real estate assets
continues as interest rates remain elevated and
liquidity low. Overshooting is increasingly looking

likely. There are positive trends supporting
occupier markets, but downside risks dorqﬂ

ﬁing into 2024.

|
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MARKET OUTLOOK

European Real Estate Returns Are Set to Remain Weak
Going Into 2024 S

MSCI Europe Annual Property Index, Unlevered All Property Total Returns (% p.a.) drag on total returns until

mid-2024, which means

15% annual total returns will
Forecasts

m’ﬂﬂﬁ#ﬁﬁ

-10% versus other asset classes,

remain negative next year.
10%
From 2025 onwards, once
pricing has adjusted

sufficiently, European real

5%

0%

estate will once again be in

a position to deliver

-5% attractive core returns and

be competitive for capital

such as fixed income.
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Sources: MSCI, PGIM Real Estate. As of November 2023.




MARKET OUTLOOK

As Elevated Interest Rates Are Putting Pressure on
Pricing

Elevated interest rates are

Indicative Real Estate Debt Costs vs. Prime Yields European Mortgage Rates and Apartment Yields pushing up debt costs,

which stand at levels above

Office Logistics Retail Apartment

10% 6% prime real estate yields
across most markets and
% I 5% sectofs.
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4% ~
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6% 3% ’ . The high spread between
5 ¢ I I 'S I I I debt costs and real estate
0 . .
I ' ¢ . I 2% yields continues to put
“w ¢ ** . o pressure on pricing, for
1% i .
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Sources: Oxford Economics, PMA, Real Capital Analytics, CBRE, PGIM Real Estate. As of November 2023.




MARKET OUTLOOK

Depressed Transaction Volume Is Threatening to
Exacerbate the Downturn

As real estate values fall,

European All Property Transaction Volume Index Europe All Property ex. Retail Transaction transaction volume in real
(Real Volume, 3Q23=100) Volume by Size (4Q Rolling, Index 3Q22=100) terms has pulled back
600 120 sharply and is close to lows
T recordgd dl'lr.mg the global
500 80 financial crisis (GFC).
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Secure on attractive terms,
200 ,;ﬁ Office Industrial Apartments large transactions fell the
-20% most over the last 12
100 g months.
[ 40%
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' ' Challenging conditions for
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-60%

transactions threaten to

mmm Real Quarterly Index  =—==Real 4Q Rolling Index m Large Deals m Small Deals prolong the downturn and

- 0 o o
80% cause an overshooting in

the value adjustment

. _ . process.
Sources: Real Capital Analytics, Oxford Economics, PGIM Real Estate. As of November 2023.




MARKET OUTLOOK

Real Estate Pricing Is Falling and
Overshooting Is Likely

Over the past six quarters,

Cumulative All Property Yield Shift Since 1Q22 (%) we estimate that, across
Europe, 82% of the yield

correction required to

1.8% :
’ restore an estimated long-
1.6% e .
° P L term stabilized yield level
. S ? Sererxomxam=o has now taken place.
1.2% Correction relative e’ - Estimated long-term (2027+)
1.0% to forecasted 2027 — 829, stabilized yield level o
" eld o 82% Nevertheless, with interest
.07/0 . .
050, rates staying higher for
- 0 . . .
049, longer than initially
" 0 . . . . .
0.2% anticipated and liquidity
2%
00% I T T T T T T T T T T T T T T T T T T T T T T T 1 Shortages Contlnulng’
1Q22 3Q22 1Q23 3Q23 1Q24 3Q24 1Q25 3Q25 1Q26 3Q26 1Q27 3Q27 overshootmg 1S looklng
Phase:  Initial Repricing Overshooting Recovery / Stabilization hkely in 2024.
Markets are adjusting to higher Shortages of capital, Real estate values correct to a level that makes them
borrowing rates, lower liquidity tight monetary policy competitive versus other asset classes. Monetary policy
and higher required returns as and weak economic starts to be loosened, debt finance availability improves
returns on other assets, e.g. conditions drive yields and becomes accretive to returns, transactions start to
fixed income, move higher. above expected long- recover and sentiment toward pricing is also boosted by
term equilibrium levels. an improving economic outlook.

Source: PGIM Real Estate. As of November 2023.




MARKET OUTLOOK

But Repricing Has Gone a Long Way in some
Sectors — Logistics Close to Fair Value S,

Yield Correction to Target Acquisition Yield by Sector and Group (%) been relatively even across
sectors and markets,
although logistics repricing

2.0% :

16% is clo.sest to our ta'rget,
otfering an attractive long-

Lo . term entry point.

1.4% - .

1.2% . While ottice pricing looks

1.0% close to fair value,

0.8% overshooting will be more

0.6% pronounced due to elevated

0.4% uncertainty of underlying
rental income.

0.2%

0.0% . . . .

. . " , Retail still has a long way to
Office Retail Logistics Apartment Core UK Periphery All Property

go as the adjustment to

m Cyclical Low to 3Q23 = 3Q23 to Expected Peak risine online sales
o)

penetration plays out,
especially in continental

Europe.
Source: PGIM Real Estate. As of November 2023.




MARKET OUTLOOK

Occupier Markets Holding Up But Outlook
Downbeat Outside of Logistics

Our demand indicator

Logistics Demand Indicator (Index, 2010=100) Office Net Absorption and Demand Indicator drivers are pointing to a
and Take-Up by Sector (Million square meters) further pick up in logistics
16 130 70 space demand beyond
125 2023, although take-up has
14 0.5 60 been sluggish this year on
120 .
12 the back of slowing
1 50 economic growth.
10 110
-0.5
8 105 40
6 100 In struggling sectors,
95 15 30 including office, net
4 % 2 absorption is still well
5 below long-term average
85
95 10 levels. Our demand
0 80 ' . . . :
2010 2012 2014 2016 2018 2020 2022 2024 2026 0910 111213 14 1516 17 18 19 20 21 22 23 24 indicator is turning negative
. mmm Office Net Absorption (Normalized) as '_fhe .econo.my slows and
mmm Take-Up Europe  ===Demand Indicator (RHS) ——Demand Indicator (RHS, +2 Quarters) hiring intentions ease.

Sources: Oxford Economics, PMA, PGIM Real Estate. As of November 2023.




MARKET OUTLOOK

However, Supply and Vacancy Remain Low
Compared to History... S

Net Additions as Percentage of Existing Office European Vacancy Rates (%) characterized by low
Stock — Major European Markets (%) building rates, a trend set to

continue as developments

are put on hold. This is

2.0% 12% / \___ expected to support rent
levels despite a subdued

2.5% 14%

10% .
1.5% ’ occupier demand outlook.
8%
1.0%
6%
0.5% --=" The retail outlook is being
4%
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office availability remains
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ntained. LLogisti n
04 06 08 10 12 14 16 18 20 22 24 26 28 04 06 08 10 12 14 16 18 20 22 24 26 28 contained. Logistics and

apartment vacancy are set
2021  ——2022 —2023 Net Additions Forecast —0Office ——Retail ——Logistics ——Apartment to remain structurally low
compared to demand, given
constrained construction

| activity. 10
Sources: PMA, Cushman & Wakefield, MSCI, PGIM Real Estate. As of November 2023.




MARKET OUTLOOK

...And the Rental Growth Outlook Is Stable,
Comparing Favorably to the Post-GFC Period

Because the downbeat

Headline Annual Rental Growth Forecasts by Annual Rental Growth After the GFC and demand backdrop is set
Sector (%) This Downturn (%) against limited supply and
15% 5% structurally low vacancy,
headline rental growth is set
10% 4 to remain resilient,
3% I especially in sectors 1n
5% 2% I II which landlords can capture
é-;-:-;-: % the effects of elevated
0% ry A n/a inflation, such as in logistics
0% and apartments.
5% -1%
2%
-10% .
-3% Looking ahead, the rental
5% 4% growth outlook is for
01 03 05 07 09 11 13 15 17 19 21 23 25 27 Office Retail Logistics Apartment modest growth of 2-3% per
of _ o year, but this 1s significantly
—Office. —Retall —Logistics —Apartment m 5 Years Post GFC mPastb Years m Next5 Years stronger than compared

with the years following the
GFC.

Sources: PMA, PGIM Real Estate. As of November 2023. 1
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INVESTMENT THEMES

Despite the ongoing repricing and likely overshooting
of values, some pertinent investment opportunities

remain and will emerge. As the value correction gives
way for a recovery and growth phase, the opportunity

set is expected to grow significantly.

o -



DEBT AND EQUITY INVESTMENT THEMES

Dynamic Opportunity Set

Digital Mispricing /
Demographics Transformation Decarbonization Short-term Growth there are some debt and
equity investment

EUROPE

Despite markets correcting
and real estate repricing due

to higher interest rates,

2023-24 opportunities under current
Initial Repricing market conditions based on
and -
Overshooting resilient demand and rental

growth.

Looking ahead, more
2025+ sectors will start looking
Stabilization ] ]
and attractive again once the
Recovery repricing has played out and
we enter the “recovery and
growth phase.”

For illustrative purposes only. Source: PGIM Real Estate. As of November 2023.




INVESTMENT THEMES

Residential: Legacy of Supply Shortfall and Low
Availability Point to Solid Rental Growth

Net Additions to Housing Stock — Major
European Housing Markets (000, Units)
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|
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Cumulative Shortfall (RHS)
m Net Additions

m Estimated Unmet Requirements

Housing Vacancy vs. Annual Rental Growth by Time
Period — Major European Housing Markets (%)

4.5%

Forecasts
—

4.0%
3.5%
3.0%
2.5%
2.0%
1.5%
1.0%
0.5%

0.0%

2001-09 2010-19 2020-22 2023-28

m Vacancy = Rental Growth

Note: “Major European Housing Markets” comprises Copenhagen, Paris, Berlin, Frankfurt, Hamburg, Munich, Milan, Amsterdam,

Madrid, Stockholm, London, Birmingham and Manchester.

Unmet requirements are implied in years in which the growth in the number of households exceeds the change in the dwelling stock.

Sources: PMA, Oxford Economics, PGIM Real Estate. As of November 2023.

EUROPE

While completions have
picked up recently, the
supply shortfall that built
up through the last cycle
remains substantial at 500k
units across 13 major cities.

Vacancy has come down by
200 basis points over the
past 20 years and 1s

supporting an outlook for a
solid pace of rental growth
in the next cycle.




INVESTMENT THEMES

EUROPE

Student Housing: Strong Growth Drivers for
Student Accommodation Demand

Student numbers are set to

Change in Student Numbers in Europe (000s) Annual UK Student Housing and UK Residential rise by over 400k every year
0 2
ERV Growth (%) on the back of population
800 Forecasts 10% growth, prolonged studying
700 periods and overseas
500 8% students coming to Europe
for tertiary education.
500 6%
W
400 49 ‘\\\
300 \._- The resilient demand
200 2% backdrop bodes well for
100 o ongoing ERV growth
0 V potential of purpose-built
00 -2% student accommodation,
following the example of
20 h the UK where rents have
14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 03 05 07 09 11 13 165 17 19 21 23 25 27 ] W i Vv
risen rapidly in recent years.
= Foreign and/or 24+ Year Old Students —UK Student Housing ——UK Residential

m 20-24 Year Old Domestic Students

Sources: Eurostat, HESA, Oxford Economics, PMA, PGIM Real Estate. As of November 2023.




INVESTMENT THEMES

Logistics: E-commerce Demand Remains a
Key Driver for Ongoing Rental Growth

E-commerce Related Urban Logistics Demand Annual Logistics Rental Growth by Type (%)
(Million Square Meters)

EUROPE

E-commerce related
demand requirements are
set to increase over time as
online spending gains a

6 25% .
stronger foothold in less
5 20% dense, continental
P4
-~ European markets.
s” 15%
4 -
,I
’/ 10%
3 S The result of this structural
rd 0, 3 o
ot % P trend playing out is
2 - ] : .
0% I \v T T T T T T T T T T T T T T T T 1 e}xpeCtatlons Of Ong01ng,
_z* broad-based rental growth
1 =227 -5% across all logistics sub-

sectors and geographies.

( ———
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080910111213 141516 17 18 19 20 21 22 23 24 25 26 27

28 080910111213 14151617 18 19 20 21 22 23 24 25 26 27 28

— ——Prime Market Rental Growth

Netherlands

France
Spain ——Prime Urban Rental Growth

Germany
Italy

Sources: Oxford Economics, PMA, Knight Frank, Eurostat, PGIM Real Estate. As of November 2023.




INVESTMENT THEMES

Data Centers: Strong Leasing Momentum and
Pricing Is Set to Look Attractive Again in 2024

European Data Center Take Up (Megawatts) Data Center Pricing - Prime Yields (%)
450 6.0%
400 5.5%

350 . 5.0% T

300 s
4.5% —
250 o=
4.0% -
200
3.5%
150 [ | - - 70
| ]
100 . 3.0%
50 2.5%
0 2-0% I T T T T T T
2016 2017 2018 2019 2020 2021 2022 2023F 19 20 21 22 23 24 25
mLondon = Frankfurt m Amsterdam = Paris = Dublin ——Data Center ——~Logistics

Note: German data center and logistics monthly yields are used here as a comparison due to data availability.
Sources: CBRE, JLL, PMA, PGIM Real Estate. As of November 2023.

EUROPE

Despite rising etficiency in
existing data centers,
demand for more physical
data center space is rising.

Pricing has already

corrected significantly in

line with logistics and is set
to look attractive again in

2024 /25 as yields stabilize.




INVESTMENT THEMES

Hotels: Recovery in Demand Driving Hotel
Performance, Supply Growth At Subdued Levels

Total Overnight Stays, Hotel Room Supply & European Hotel Yields Relative to 4Q19 (%)
Hotel Revenue Per Available Room (€)

EUROPE

A strong recovery in travel
demand since the Covid

pandemic is feeding

160 Forecasts €300 1.2% jchrough into rap1d' growth
0 in revenue per available
140 e €250 o room (RevPAR), while
120 Jtog 0.8% hotel supply growth is at
, ‘‘‘‘‘ —
=Y ST bdued levels.
100 i r i i i | ! €200 0.6% subdued levels
i1 11 : I
80 I o i €150  04%
11 11 : :
5 o i ] i i 0.2% Since 2020, the cu@ulaﬂve
I o ] €100 hotel yield correction has
40 i i : : i : : 00% ] f T T T T T T T T T T 1 effectl\fely been muCh
I .
2 L i ] i 1 €50 0.2% steeper than other major
11 i1 1 I : r . A
I operty sectors.
° - i €0 4% PII; l}r ttractive entry
17 18 19 20 21 22 23 24 25 26 27 28 4Q19 2020 4Q20 2Q21 4Q21 2022 4Q22 2Q23 felatlvely attractive entry
point is set to support
mmm RevPAR (RHS .
OVPAR (RAS) —_— - prospects for capital value
——Total Overnight Stays Index (2019=100) Fotel (Management Contract Basis) ot
——Hotel Room Supply Index (2019=100) === A|| Property (Commercial + Residential) g .

Sources: CBRE, Eurostat, Oxford Economics, PMA, PGIM Real Estate. As of November 2023.




INVESTMENT THEMES

Office: ESG Occupier Preferences and Capital
Requirements Are Driving Performance
European office stock 1s

European Office Stock by Year of Becoming “Green” (Million Square Meters) largely old and therefore

EUROPE

unlikely to be compliant
o5 with modern ESG
standards even by 2050.

20
. . A relatively small
] o

] = percentage of office stock
10 i . o BN is already ESG compliant
— ]
N . T i — — L or expected to be ESG
5 = N = — liant by 2030 taki
= = . i — — compliant by taking
) [ il into account current
o o © = c c ® = = - LLI © = = = ) = > completion trends.
S & £E § 2 5 8 E £ £ £ 5§ 8 §5 8 ¢ & 5 8B P
e 2 £ £ T o &2 £ 3 & £ 5 8w = F - 2 £ 3 <
© = = [ 5] © [ T (@) = o 1< - o <% o
T 5 = o 2 e 8 = S S ks Without significantly mote
? 3 5 3 < = 3 3 e J
2 capital injections, hardly any
o
European office markets
m Non-ESG Compliant Stock by 2050 m ESG Compliant Stock by 2050 " bp liant with
ill be compliant wi
= ESG Compliant Stock by 2030 = ESG Compliant Stock 2023 W phantw

current ESG regulations by
. o . : . . 2050.
Sources: PMA, McKinsey & Company, PGIM Real Estate’s Bird's Eye View 2021, Real Capital Analytics, Cushman & Wakefield,

PGIM Real Estate. As of November 2023. 19




INVESTMENT THEMES EUROPE

Debt |: Market Share for Non-Bank Lenders Set to
Increase

Banks face a more stringent

Non-Bank Lenders to Eurther1lncrease Market Non-Bank Lenders to.G'aln Market Share as : regulatory capital framework
Share of UK Loan Origination Regulators Impose Minimum Capital Requirements as they prepare for the
100% 100% finalization of Basel III (also
90% 90% kr}ox.)vn ZR Base} 3..1), which
will increase minimum
80% 80% )
regulatory capital that banks
70% 70% : :
are required to hold against
60% 60% their loans.
50% 50%
40% 40% _
Banks will become laser-
30% 30% :
focused on strategic
20% . positions and key
10% 10% - . l relationships, leaving a
0% 0% . . . . market opportunity for non-

12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 UK Germany  France Spain Other
m Non-Bank Lenders = Banks

banks to gain market share.

m Non-Bank Lenders m Banks

'Shaded area depicts PGIM Real Estate’s estimates.
2Market composition of debt outstanding as of 1H 2023.
Sources: European Banking Authority, Bayes Business School, PGIM Real Estate. As of November 2023.




INVESTMENT THEMES EUROPE

Debt Il: Higher Financing Costs Will Constrain Senior
Leverage, Giving Rise to Elevated Interest Income

Loan maturities face higher

Loan Maturities Will Face Higher Interest Income to Remain Elevated as Interest Rates refinancing costs as
Refinancing Costs' (US$ Billions) Stay High With No Sharp Fall Anticipated? borrowing rates and
10 9% hedging costs have risen
8% . sharply alongside base rates.
120 . 7% This will constrain leverage
0 . . 6% . * as senior .Ienders focus on
. 59, . . ¢ * debt service.

80 4%

60 %
2% Higher financing costs also
40 1% j . . . l translate into higher interest
0% . —_ . ; ; income for debt

20 = o < o = ) . .
I l l l S 5 2 = 5 3 8 investments, which will be
= c om = 1
0 2 5 = 3 at lower attachment points
23 24 25 26 27 = ~ S
< offering attractive risk-
mUK =Germany = France ™ 2021 & Current adjusted returns.

'Germany includes institutionally held residential.
2Refers to fixed rate senior loans on prime assets at 50-60% LTV for Europe and fixed rate senior loans for the UK.
Sources: Bayes Business School, IREBS, IEIF, PGIM Real Estate. As of November 2023.
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