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Europe’s property market recovery has been postponed, as the Middle 

East conflict brings a resurgence in inflation anxieties. However, any 

future ECB policy rate hikes are likely to be much more modest this time. 

Even so, the market remains resilient, with chronic shortages of modern 

space set to worsen as development activity continues to fall.
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Executive Summary

ECONOMY

•	 The conflict in Iran adds uncertainty to the outlook, with the ultimate impact determined by its 

duration. 

•	 Rising energy prices nudged March inflation higher, with two rate rises now in play. 

•	 The European Central Bank (ECB) faces the challenge of carefully balancing slower growth and 

higher prices.

PROPERT Y MARKETS

•	 We do not expect significant value shifts, as the Commercial Real Estate (CRE) sector has not yet 

rebounded, rents are increasing and yield spreads remain adequate. 

•	 Despite a clouded macro outlook, CRE resilience exists in the form of modern stock shortages, an 

easing development pipeline and expanding rents. 

•	 Renewed uncertainty will likely moderate the pace of the transaction volumes recovery, but also 

extend the opportunity to acquire at attractive pricing. 

•	 Current circumstances yet again reinforce the importance of investing structurally, and aligning 

with enduring trends such as demographics, technology and ESG, especially for those seeking 

inflation protection.
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Economic Outlook
2025 ended with tariff disruptions fading and rising hopes for a return to relative normalcy. However, the 

Middle East conflict has reintroduced uncertainty and pushed energy prices higher. The breakout of 

the conflict clouds the outlook for GDP, inflation and, in turn, interest rates, prompting Oxford Economics 

to revise its projections. 

Survey data has begun to reflect Middle East tensions. The Eurozone composite PMI fell to 50.7 in March,1 

as higher energy prices, market volatility and supply chain uncertainty weighed on activity. Services 

weakened (down 1.7 points to 50.2), while an uptick in manufacturing (up 0.8 points to 51.6) is likely a 

lagged data point.2 

Eurozone inflation spiked in March to 2.6%,3 a level last seen in July 2024. Upward energy price 

adjustments (up 7% month-on-month) were the main driver of the increase. Oxford Economics expects 

inflation to average 3% this year (up from 1.7% previously), boosted by rising energy prices, with some 

potential spillover into food and core prices. 

While inflation expectations are rising, monetary policy is more restrictive than before the Ukraine 

war. The ECB will have to carefully balance slower growth and higher prices. Oxford Economics has 

revised interest rate forecasts upward, but only by 50 basis points (bps), with the policy rate projected to 

reach 2.65% by year end before easing back to current levels.

GDP projections for the Eurozone have been lowered. Oxford Economics downgraded 2026 growth by 

0.2 percentage points to 0.8% pa, and by 0.1 percentage points to 1.5% pa, reflecting pressure on real 

incomes but only a limited drag on investment. However, the outlook remains highly uncertain and 

hinges on the intensity and duration of the energy shock. 

Figure 1: Eurozone Inflation and Interest Rates

Source: Oxford Economics. As of April 2026.
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1.	 Source: S&P Global. As of April 2025.

2.	 Source: S&P Global. As of April 2025.

3.	 Source: Eurostat, As of April 2025. 
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European CRE investment volumes held steady in 2025, reaching €224.9 billion,4 despite heightened 

geopolitical uncertainty. The U.K. led activity, while Germany lagged, likely due to larger debt funding gaps.

The Middle Eastern conflict has driven a sharp rise in energy prices. The precise impact on inflation, 

interest rates and ultimately property yields and capital flows is uncertain and will largely depend on 

the conflict duration.

Global financial markets are anticipating that the ECB will hike rates. However, unlike the Ukraine 

invasion in 2022 when energy prices last soared, monetary policy is now more restrictive and 

consumer spending is weaker. 

Investor survey responses indicate that living is the most popular sector among European investors, 

followed by industrial and logistics. Alternatives are also gaining appeal, with student housing most 

preferred, followed by retirement living and real estate debt.5

Real estate debt liquidity and lender appetite remain strong, with plenty of capital chasing limited 

deals. That said, geopolitics is shifting lender sentiment toward a more cautious stance.

Property debt margins were steady through the first quarter, with pricing shifts mainly reflecting 

increases in underlying benchmark rates. Five-year swaps rose to 2.5% for Euribor and 4% for U.K. 

SONIA,6 levels that compare to prime European property yields of about 5%.7

We do not expect significant value shifts, as the property sector hasn’t rebounded, rents are increasing 

and yield spreads remain adequate. Current circumstances extend the opportunity to acquire at favourable 

price, and yet again reinforce the importance of investing structurally, aligned with enduring trends such as 

demographics, technology and ESG, particularly where inflation protection is a key criterion.

Figure 2: European CRE Total Returns (Prime)

Sources: CBRE; Cushman & Wakefield, Barings Research. As of Q1 2026.
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4.	 Source: RCA. As of Q4 2025.

5.	 Source: CBRE Global Investor Intentions Survey. As of March 2026

6.	 Source: Chatham Financial. As of Q1 2026.

7.	 Source: CBRE, Cushman & Wakefield, Barings Research. As of Q1 2026.
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OFFICE SEC TOR 

European office take-up reached 8.9 million sq m in 2025, marginally below 2024 levels (9.1 million sq m) 

and 15% below the 10-year average.8 Given the softer growth outlook, a strong demand pick-up is unlikely, 

at least in the near term. 

European office vacancy edged up to 9.7% in Q4 2025, up from 9.0% a year earlier. However, there are 

tentative signs that the upward trajectory is flattening, suggesting that vacancy levels may be approaching 

a cyclical peak.

Challenging developer market conditions have curtailed construction activity. Only 8.8 million sq m 

were under construction at the end of Q4 2025, down from a peak of 12.4 million sq m in Q1 2023.

The post-pandemic pricing correction, combined with inflation-driven upward pressure on build costs, will 

test the feasibility of new projects. As a result, further slowing in the development pipeline is likely, with 

start dates deferred for schemes yet to break ground. 

AI advances have raised concerns around the future of some office jobs and the impact on demand. 

Core CBD offices with strong transport links are expected to be most resilient to any immediate and long-

term disruption, with obsolescence risks greatest for secondary office buildings and locations.

In the year through to March 2026, prime office rents increased 5.5% per annum, comfortably 

outperforming all-property at 4.8% per annum.9 Severe supply constraints of modern CBD office space 

across Europe’s key cities continue to drive rental outperformance at the top end of the market.

Figure 3: �European Office Supply

Source: Cushman & Wakefield. As of Q4 2025.
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8.	 Source: Cushman & Wakefield. As of Q4 2025.

9.	 Source: CBRE, Cushman & Wakefield, Barings Research. As of Q1 2026.
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RETAIL SEC TOR

Eurozone consumer confidence declined to a three-year low at -20.6 in April 2026, down from -16.4 in 

March 2026.10 This reflects rising household caution in response to a more uncertain economic outlook.

Retail sales growth appears to be losing momentum. Month-on-month sales declined by 0.2% in 

February, while annual sales moderated to 1.7% per annum.11

Higher oil and energy prices are expected to squeeze household disposable income levels, weighing 

on consumer spending. With labour market conditions softening, wage growth is unlikely to fully offset 

rising price pressures. 

In response, retailers continue to rationalise and optimise their store networks across Europe, prioritising 

larger flagship stores in prime high-street locations while disposing of secondary locations. 

The concentration of retailer demand on prime retail pitches likely supported the 1.2% quarter-on-quarter 

rise in prime high-street rents in Q1 2026.12 

Annual rental growth remained healthy at 3.9% per annum, although this was notably lower than the 

6.3% recorded a year earlier. Tougher consumer spending conditions could weigh on the pace of 

future rental growth.

Figure 4: Household Disposable Income Projections

Source: Oxford Economics. As of April 2026.
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10.	Source: Eurostat. As of April 2026.

11.	 Source: Eurostat. As of February 2026.

12.	Source: CBRE, Cushman & Wakefield, Barings Research. As of Q1 2026. 
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INDUSTRIAL SEC TOR

CBRE reports that total logistics take-up in Europe was up 27% in Q4 2025, with 7.4 million sq m of leasing 

activity. This brings the annual total in line with the 2024 level. While recent geopolitical events will test 

demand resilience in the months ahead, prolonged uncertainty can also increase the need for greater 

contingency and storage space in supply chains. 

Strong year-on-year growth in leasing activity was observed in the larger markets, with rises of 9% in the 

U.K., 7% in Italy and 6% in Germany. This strength was partially offset by double-digit declines in Belgium, 

Sweden and the Netherlands. 

JLL reports that 3PLs accounted for the most leasing activity in 2025 at 42%, followed by retailers and 

e-commerce (27%) and manufacturing (21%).  

According to CBRE, European logistics vacancy has stabilized at 5.5% in recent quarters, although the rate 

is still around 75 bps higher year‑on‑year. 

Annual logistics development completions fell to an eight-year low, which should support the 

absorption of existing vacancy and push rental growth upward. JLL reports that the proportion 

of speculative space under construction continues to decline (now only a third of space under 

construction), with activity concentrated in a small number of select prime markets. 

Industrial rents increased by 5.0% per annum in the 12 months to Q1 2026, accelerating from 3.3% per 

annum in the previous 12 months. France led the upswing, with Paris rents rising by 12%, while many 

other major markets recorded growth above 5%. Germany was the exception, with all major markets 

remaining positive but below 5% per annum. 

Figure 5: European Industrial Take Up

Source: JLL. As of Q4 2025.
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LIVING SEC TOR

Developments in Iran have added uncertainty to the mortgage rate outlook. At the same time, a softer 

labour market and early signs of weakening consumer sentiment (see retail section) are all likely to ease 

momentum for future transactions. 

Prior to the conflict, house price growth was strong, with the Eurozone recording an average annual 

growth rate of 5.4%13 in 2025. Spain outperformed, with prices increasing by 12.9% per annum, while Italy 

and Germany also posted solid outcomes at 4.1% and 3.0%, respectively. France and the U.K. were at the 

softer end of the spectrum, recording growth of 1.1% and 2.2% respectively.14 

Oxford Economics’ latest projections (April 2026) forecast average annual house price growth of 4.9% 

per annum through 2028. However, revisions are likely, with the magnitude dependent on the duration 

of the Iran conflict. 

If labour market conditions soften further, this could potentially lead to an increase in student numbers, 

supporting demand for purpose-built student accommodation (PBSA). 

At the same time, technological advances have expanded the delivery of online education, including 

university-level courses, raising concerns that this could erode demand for PBSA. To help mitigate this 

risk, investors may benefit from targeting assets linked to higher-ranked institutions, which are likely 

to be more resilient to online learning trends. 

In the U.K., this is demonstrated by application trends at prestigious Russell Group institutions, where 

accepted applications have increased by 30% since 2016, compared with growth of just 1% at other 

institutions.15

Figure 6: U.K., Accepted UCAS Applications

Source: UCAS (Universities and Colleges Admissions Service). As of 2025.
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13.	Source: Oxford Economics. As of April 2026.

14.	Source: Oxford Economics. As of April 2026.

15.	Source: UCAS. As of April 2026.
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IMPORTANT INFORMATION

Forecasts in this document reflect Barings’ market views as of the preparation date and may change without notice. 

Projections are not guarantees of future performance. Investments involve risk, including potential loss of principal. 

The value of investments and any income may fluctuate and are not guaranteed by Barings or any other party. PAST 

PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. Examples, portfolio compositions, and investment 

results shown are for illustrative purposes only and do not predict future outcomes. Actual investments may differ 

significantly in size, composition and risk. No assurance is given that any investment will be profitable or avoid 

losses. Currency exchange rate fluctuations may impact investment value. Prospective investors should consult the 

offering documents for detailed information and specific risk factors related to any Fund/Strategy mentioned.  

NO OFFER: The document is for informational purposes only and is not an offer or 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.

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.  

Any service, security, investment or product outlined in this document may not be suitable for a prospective 

investor or available in their jurisdiction.  

Barings is the brand name for the worldwide asset management and associated businesses of Barings LLC and 

its global affiliates. Barings Securities LLC, Barings (U.K.) Limited, Barings Australia Pty Ltd, Barings Japan Limited, 

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, Baring Asset Management Korea Limited, and Barings 

Singapore Pte. Ltd. each are affiliated financial service companies owned by Barings LLC (each, individually, an 

“Affiliate”). 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.

Copyright and Trademark 

Copyright © 2026 Barings. Information in this document may be used for your own personal use, but may not be 

altered, reproduced or distributed without Barings’ consent.

The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and Trademark 

Office and in other countries around the world. All rights are reserved. 

*As of March 31, 2026

26-5438454

LEARN MORE AT BARINGS.COM

Barings is a $481 billion* global alternative asset manager that partners with institutional, 

insurance, and wealth clients, and supports leading businesses with flexible financing solutions. 

The firm, a subsidiary of MassMutual, seeks to deliver excess returns by leveraging its global 

scale and capabilities across credit, real assets and capital solutions.


