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Executive Summary

ECONOMY

» A sharp GDP contraction is forecast for the second quarter of 2020, but a strong
third quarter bounce back may already be in progress.

» Improving medical data and the ongoing easing of lockdown restrictions will be
key in dictating the recovery rate; a second wave of infections is a downside risk.

» The rapid and coordinated fiscal and monetary policy response to the pandemic
should help accelerate individual country recovery rates.

» The European Union (EU) now has the ability to tap global bond markets,
mutualise national debts, and thus address a systemic weakness in the Euro
currency.

PROPERTY MARKETS

* The best retail will survive and may eventually emerge stronger, but the path is
uncertain, and pricing does not yet appear to reflect huge stock selection risks.

» Businesses will still retain an office presence despite a rise in employees working
from home. Offices could be redesigned to include more collaborative space.

» E-commerce acceleration, increased inventory levels held in supply chains, and
on-shoring are all potential COVID-19 impacts which will boost logistics demand.

» Economic uncertainty and physical difficulties to inspect mean the property
investment market has slumped, with the second quarter activity (deal count)
down 50% for the same period a year ago.

» Listed pricing suggests large price corrections in retail and hotel valuations
through the remainder of the year, but only very modest declines (if any) in
residential and industrial.
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Economic Outlook

The Eurozone economy contracted by -3.6% quarter-over-quarter (0.1% for the
fourth quarter of 2019) through the first quarter of 2020. With lockdown restrictions
only beginning to act as a drag performance in late March, an even steeper decline is
forecast for the second quarter of 2020. Stringent mobility restrictions mean industrial
production and business sectors focused on consumer services (e.g. retail, leisure,
travel/tourism) will have been heavily impacted. These are also areas of the economy
where commercial property investors typically have considerable exposures. As
lockdown restrictions began to ease in June, real-time data (e.g. Google, Apple
mobility indexes) started to show a rebound in activity. The nascent recovery has
subsequently spread into business sentiment surveys, with the Eurozone Composite
PMI (Purchasing Managers’ Index) in expansionary (+50) territory in late July.
However, the medical facts will continue to dictate the pace that economic activity

can recover.

Variations between countries will reflect different economic structures, success in
containing the virus, and headroom for national fiscal policy responses. While retail
sales are expected to see a strong initial rebound from pent-up demand, longer term
consumer spending growth will be dependent on supportive labour market conditions
vis-a-vis fiscal support. Travel restrictions and a lower propensity for foreign travel,
will weigh on the tourist sector, leaving southern European economies struggling to

recover as quickly.

There is currently little risk of inflation, with aggregate demand expected to recover at
a slower pace than aggregate supply. With upward pricing pressures absent, it
suggests that interest rates will now likely remain lower for even longer. This should
provide comfort to governments who have had to significantly increase public debt
levels to tackle the crisis fallout.

ECONOMIC GROWTH OUTLOOK
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Source: Oxford Economics. As of July 2020.
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Economic Outlook

Unlike the global financial crisis (GFC), the monetary
and fiscal response to COVID-19 has been more
rapid and coordinated. The European Central Bank
(ECB) has increased and extended asset purchases
to €1.35 trillion of bonds until at least June 2021. In
July, the European Commission signed an agreement
with all 27 EU states to launch a €750 billion Next
Generation EU/Recovery Fund, instantly making the
EU one of Europe’s largest bond issuers. The Fund
will distribute €390 billion in grants, with the
remainder in loans. This funding will be in addition to
the fiscal stimulus that individual national
governments have already put in place.

EUROPEAN GDP FORECAST (% PA)

2020-
2019 2020 2021 2022 2023 2024 2024

Eurozone 1.2% -7.9% 6.1% 32% 1.9% 1.4% 0.8%
France 1.5% -10.2% 7.3% 35% 3.0% 22% 1.0%
Germany 0.6% -6.1% 52% 32% 12% 1.0% 0.8%
Italy 03% -93% 57% 28% 14% 06% 0.1%
Spain 2.0% -10.6% 7.6% 3.7% 25% 1.8% 0.8%
U.K. 1.5% -10.9% 10.3% 3.5% 19% 1.8% 1.1%

Source: Oxford Economics. As of July 2020.
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This will not only support financially weaker countries
that have been hit hard by the virus impacts, but also
moves the EU toward closer integration, addressing a
systemic weakness in the Euro currency by potentially
allowing debt to be mutualised.

Looking ahead, Oxford Economics is forecasting
Eurozone 2020 GDP to fall by -7.9% (compared to
1.2% for 2019), with a strong rebound in 2021 with
growth of 6.1%. The recovery pace is expected to be
gradual, and subject to ongoing medical data
improvements. A second wave of infections is the key
downside risk.

ECONOMIC SENTIMENT
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Capital Markets

According to Real Capital Analytics, European
investment volumes totalled just ¢.€50 billion in the
second quarter of 2020, down around one-third versus
the same period one year ago. This is a shallower
decline than the U.S. (c.-70%) and APAC region
(c.-50%). Some European countries and sectors even
managed to post an increase on the second quarter of
2019 (e.g. Germany (c.+5%) and apartments
(c.+22%)). However, activity (deal count) fell 50% in
Europe over the same period. Closer scrutiny reveals
that a number of ‘mega’ apartment transactions
flattered investment volumes (c.€20 billion).

COVID-19 has negatively impacted listed property
company (REIT) share prices. Residential and
industrial REIT share prices have proved to be most
resilient, helped by the recent e-commerce boost,
while lockdowns and travel bans have,
understandably, negatively impacted retail and hotels
heavily. We expect this to be relativity reflected in
pricing, if not the magnitude, as REIT prices have
company balance sheet leverage and wider stock
market volatility inherent in them.

For property sectors, locations and assets with long-
term demographic and technological tailwinds will
continue to maintain CRE cash flows and thus retain
bond-like characteristics. The current substantial 450+
basis points (bps) prime property yield spread to ‘risk-
free’ rates means that the right real estate is still
highly attractive.

With banks focused on supporting the wider corporate
sector and their existing real estate loans, less fresh
capital for new property loan origination exists. Early
in the second quarter, corporate bond yields initially
spiked, driving the average senior property margin up
to over 250 bps, before narrowing back to ¢.200 bps
by the quarter end. Rent collection difficulties, and a
rise in tenant defaults over the coming months, could
put interest cover under pressure. A more
collaborative banking approach, perhaps allowing
missed interest to be rolled into the loan principal,
means added headroom can exist.

For investment professionals only

(billions)

(base = 100)

Lenders Margin (bps)

QUARTERLY RESEARCH | 2Q 2020

EUROPEAN CRE CAPITAL FLOWS
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Occupier Market

OFFICE SECTOR

Pre-COVID-19, European office demand was already
slowing, with rolling annual take-up to the first quarter
of 2020 back in line with the 10-year average. The
weak near-term employment outlook suggests lettings
activity will be temporarily subdued, as companies put
requirements on hold while they wait to see how the
‘new normal’ unfolds.

Falling demand and rising insolvencies will put upward
pressure on vacancy over the coming months, but this
will be from a position of strength, with vacancy
currently well below long-term trends at sub-6%.
Development pipeline delays and the potential indefinite
postponement of some schemes, should also help keep
supply under control while demand is softer.

The recent success of the ‘Great Working from Home’
experiment, is generating much debate about the
future of offices. Businesses have remained
operational because technology has stepped in and
acted as a substitute host for many activities that
previously took place face-to-face. With home working
seeming to have gained much greater acceptance,
there is potential for some more permanent
behavioural shifts, with more employees spending a
greater proportion of time working from home. This
may change how employers think about their business
models and real estate footprint.

Longer-term, our central case is that the majority of
businesses will continue to maintain an office
presence. This reflects that offices not only provide a
workspace, but contribute an important role in defining
and nurturing corporate culture, training and
mentoring new employees, recruiting talent, team
building, and other intangibles that would be hard to
replicate on a sustained basis in a virtual world. With
demand for newer, sustainable, flexible offices likely
to rise, high quality offices will become even more
valuable in the future. The quid pro-quo is that more
emphasis on high quality space could also imply an
acceleration in the pace of obsolescence, and thus
higher 'CapEXx’ requirements in the sector.

For investment professionals only
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FUTURE DEMAND: FORECAST EMPLOYMENT GROWTH
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Source: Oxford Economics. As of July 2020.

EUROPEAN OFFICE VACANCY RATE
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Occupier Market

RETAIL SECTOR

Non-essential store closures and social distancing left
the retail sector in the ‘cross-hairs’ of the virus.
Government fiscal support, like the Furlough scheme in
the U.K., has helped prop up household finances, but as
things re-open, support will be wound down and
unemployment is expected to rise.

Retail sales volumes have improved from April lows,
with physical stores re-opening. A weaker labour market
and soft consumer confidence will likely weigh on
discretionary spending over the near term. This may be
partially offset by spending from households that
increased their savings rates through lockdowns.

Over the coming months, retail rent collection is
expected to remain highly challenging. Store closures
and bankruptcies will increase tenant defaults, putting
upward pressure on vacancy and further eroding local
retail ‘critical mass’. Accelerating e-commerce will lead
to a flight to quality, with obsolete secondary retail
schemes repurposed. The best retail will survive, and
may even emerge stronger, but the path is highly
uncertain and pricing does not yet reflect huge stock
selection risks.
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RETAIL SALES VOLUMES
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Occupier Market

INDUSTRIAL SECTOR

Industrial demand was mixed through the first quarter
of 2020, with the virus impact not fully reflected in the
data (e.g. U.K. and Spanish letting activity exceeding
levels seen in the fourth quarter of 2019). While the
sector has benefitted from rising short-term demand
from firms stockpiling inventory, emergency health
provisions and the grocery sector, unprecedented
near-term economic weakness, especially amongst
retailers (a key logistics sector user) mean we expect
lettings to slow in 2020.

Pan-European logistics vacancy remains low, at sub-
5% at the end of the first quarter of 2020. Over the
coming months, vacancy could rise (albeit from a low
level), with demand weak and rising insolvency rates
particularly in sectors hit hardest by the virus (i.e.
retail). However, with just under 30% of pipeline space
in core markets speculative, this should help prevent a
sharp spike in supply.

Longer term, e-commerce acceleration, increased
inventory levels held in supply chains, and on-shoring
are all potential COVID-19 impacts, which will
significantly boost demand for distribution and
logistics assets.

For investment professionals only
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EUROPEAN LOGISTICS DEMAND

g & £ F &
Q@Q VR & ©
< (2
& °
Q119 mQ4 19 Q120

Source: JLL. As of April 2020.

BARINGS




European Real Estate QUARTERLY RESEARCH | 2Q 2020

About the Team

BAI Research & Analytics is led by Colin Gordon and consists of 12 members that sit
alongside the investment team globally. BRE’s research team efforts are led by Philip
Conner in the U.S. and Paul Stewart in Europe. The research team is structured by
sector and geographic expertise. The team’s diverse background includes appraisal,
legal, technological and academic applications, across multiple asset-classes, across
buy and sell-side shops in markets around the globe. The real estate research team is
complemented by an analytics function enhancing the team’s ability to collect, augment
and analyze data to inform better decision making.

Paul Stewart
Head of Real Estate Research & Strateqy—Europe

Ben Thatcher
Associate Director

Jo Warren
Associate Director
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Important Information

Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject to change without notice, dependent
upon many factors. Any prediction, projection or forecast is not necessarily indicative of the future or likely performance. Investment involves risk. The value of
any investments and any income generated may go down as well as up and is not guaranteed. Past performance is no indication of current or future
performance. PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions and or
examples set forth in this document are provided for illustrative purposes only and are not indicative of any future investment results, future portfolio
composition or investments. The composition, size of, and risks associated with an investment may differ substantially from any examples set forth in this
document. No representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes in the currency exchange rates
may affect the value of investments. Prospective investors should read the offering documents, if applicable, for the details and specific risk factors of any
Fund/Strategy discussed in this document. For Professional Investors / Institutional Investors only. This document should not be distributed to or relied on by
Retail / Individual Investors. Barings LLC, Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia Pty Ltd, Barings
Japan Limited, Barings Real Estate Advisers Europe Finance LLP, BREAE AIFM LLP, Baring Asset Management Limited, Baring International Investment
Limited, Baring Fund Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset Management (Asia) Limited, Baring SICE
(Taiwan) Limited, Baring Asset Management Switzerland Sarl, and Baring Asset Management Korea Limited each are affiliated financial service companies
owned by Barings LLC (each, individually, an "Affiliate"), together known as "Barings." Some Affiliates may act as an introducer or distributor of the products

and services of some others and may be paid a fee for doing so.

NO OFFER: solicitation for the purchase or sale of any financial instrument or
service in any jurisdiction. The material herein was prepared without any
consideration of the investment objectives, financial situation or particular needs
of anyone who may receive it. This document is not, and must not be treated as,
investment advice, an investment recommendation, investment research, or a
recommendation about the suitability or appropriateness of any security,
commodity, investment, or particular investment strategy, and must not be
construed as a projection or prediction.

In making an investment decision, prospective investors must rely on their own
examination of the merits and risks involved and before making any investment decision,
it is recommended that prospective investors seek independent investment, legal, tax,
accounting or other professional advice as appropriate.

Unless otherwise mentioned, the views contained in this document are those of Barings.
These views are made in good faith in relation to the facts known at the time of
preparation and are subject to change without notice. Individual portfolio management
teams may hold different views than the views expressed herein and may make different
investment decisions for different clients. Parts of this document may be based on
information received from sources we believe to be reliable. Although every effort is
taken to ensure that the information contained in this document is accurate, Barings
makes no representation or warranty, express or implied, regarding the accuracy,
completeness or adequacy of the information.

These materials are being provided on the express basis that they and any related
communications (whether written or oral) will not cause Barings to become an
investment advice fiduciary under ERISA or the Internal Revenue Code with respect to
any retirement plan, IRA investor, individual retirement account or individual retirement
annuity as the recipients are fully aware that Barings (i) is not undertaking to provide
impartial investment advice, make a recommendation regarding the acquisition, holding
or disposal of an investment, act as an impartial adviser, or give advice in a fiduciary
capacity, and (ii) has a financial interest in the offering and sale of one or more products
and services, which may depend on a number of factors relating to Barings’ business
objectives, and which has been disclosed to the recipient.

OTHER RESTRICTIONS: The distribution of this document is restricted by law. No
action has been or will be taken by Barings to permit the possession or distribution of the
document in any jurisdiction, where action for that purpose may be required.

Accordingly, the document may not be used in any jurisdiction except under
circumstances that will result in compliance with all applicable laws and regulations.

Any service, security, investment or product outlined in this document may not be
suitable for a prospective investor or available in their jurisdiction. Any information with
respect to UCITS Funds is not intended for U.S. Persons, as defined in Regulation S
under the U.S. Securities Act of 1933, or persons in any other jurisdictions where such
use or distribution would be contrary to law or local regulation.

INFORMATION: Barings is the brand name for the worldwide asset management or
associated businesses of Barings. This document is issued by one or more of the
following entities:

Barings LLC, which is a registered investment adviser with the Securities and Exchange
Commission (SEC) under the Investment Advisers Act of 1940, as amended (Barings
LLC also relies on section 8.26 of NI 31-103 (international adviser exemption) and has
filed the Form 31-103F2 in Ontario, Quebec, British Columbia, Alberta, Nova Scotia,
Manitoba, New Brunswick, Newfoundland and Labrador, Prince Edward Island and
Saskatchewan); Barings Securities LLC, which is a registered limited purpose broker-
dealer with the Financial Industry Regulatory Authority (Baring Securities LLC also relies
on section 8.18 of NI 31-103 (international dealer exemption) and has filed the Form 31-
103F2 in Ontario, Quebec, British Columbia, Alberta, Nova Scotia, Manitoba, New
Brunswick, Newfoundland and Labrador, Prince Edward Island and Saskatchewan);

Barings (U.K.) Limited, which is authorized and regulated by the Financial Conduct
Authority in the United Kingdom (Ref No. 194662) and is a Company registered in
England and Wales (No. 03005774) whose registered address is 20 Old Bailey, London,
EC4M 7BF.

The document is for informational purposes only and is not an offer or Barings Global
Advisers Limited, which is authorized and regulated by the Financial Conduct Authority
in the United Kingdom (Ref No. 552931) and is a Company registered in England and
Wales (No. 07622519) whose registered address is 20 Old Bailey, London, EC4M 7BF
and is a registered investment adviser with the SEC; Baring Asset Management Limited,
which is authorized and regulated by the Financial Conduct Authority in the United
Kingdom (Ref No. 170601) and is a Company registered in England and Wales (No.
02915887) whose registered address is 20 Old Bailey, London, EC4M 7BF; Baring
International Investment Limited, which is authorized and regulated by the Financial
Conduct Authority in the United Kingdom (Ref No. 122628), and is a Company
registered in England and Wales (No. 01426546) whose registered address is 20 Old
Bailey, London, EC4M 7BF, is a registered investment adviser with the SEC (Baring
International Investment Limited also relies on section 8.26 of NI 31-103 (international
adviser exemption) and has filed the Form 31-103F2 in Quebec and Manitoba;

Barings Real Estate Advisers Europe Finance LLP, which is authorized and
regulated by the Financial Conduct Authority in the United Kingdom (Ref No. 401543); or

BREAE AIFM LLP, which is authorized and regulated by the Financial Conduct Authority
in the United Kingdom (Ref No. 709904);

Baring Fund Managers Limited, which is authorized as a manager of collective
investment schemes with the Financial Conduct Authority in the United Kingdom and is
authorized as an Alternative Investment Fund Manager in several European Union
jurisdictions under the Alternative Investment Fund Managers Directive (AIFMD)
passport regime;

Baring International Fund Managers (Ireland) Limited), which is authorized as an
Alternative Investment Fund Manager in several European Union jurisdictions under the
Alternative Investment Fund Managers Directive (AIFMD) passport regime and, since
April 28, 2006, as a UCITS management company with the Central Bank of Ireland;

Baring Asset Management Switzerland Sarl, which is authorized by the Switzerland
Financial Market Supervisory Authority to offer and/or distribute collective capital
investments;

Barings Australia Pty Ltd (ACN 140 045 656), which is authorized to offer financial
services in Australia under its Australian Financial Services License (No: 342787) issued
by the Australian Securities and Investments Commission;

Baring Asset Management (Asia) Limited, which is licensed by the Securities and
Futures Commission of Hong Kong to carry on regulated activities Type 1 (dealing in
securities), Type 2 (dealing in futures contracts), Type 4 (advising on securities), Type 5
(advising on futures contracts) and Type 9 (asset management) in Hong Kong in
accordance with the requirements set out in the Securities and Futures Ordinance (Cap
571);

Barings Japan Limited, which is registered as a Financial Business Operator
(Registration No. 396-KLFB) for Type Il Financial Instruments Business, Investment
Advisory and Agency Business, and Investment Management Business with the
Financial Services Agency in Japan under the Financial Instruments and Exchange Act
(Act No. 25 of 1948);Baring SICE (Taiwan) Limited, an independently operated business
(Business license number: 2008 FSC- SICE- Xin- 030; Address: 21 F, No.333, Sec. 1
Keelung Road, Taipei 11012; Taiwan Contact telephone number: 0800 062 068); or

Baring Asset Management Korea Limited, which is authorized by the Korean Financial
Services Commission to engage in collective investment business and is registered with
the Korean Financial Services Commission to engage in privately placed collective
investment business for professional investors, discretionary investment business and
advisory business.

Copyright

Copyright in this document is owned by Barings. Information in this document may be
used for your own personal use, but may not be altered, reproduced or distributed
without Barings’ consent.



