A\

Private Markets

\  March 2024

European Real
Estate Outlook:
Inflection Point is
on the Horizon

BlackRock.




European Real Estate Outlook

European Real Estate Outlook

BlackRock Real Estate Research
March 2024

Key takeaways

. Macroeconomic headwinds are stabilising. We expect rate cuts to mark a clear inflection point
in the cycle in the second half of 2024, with an improvement in investor sentiment.

. Subdued capital market activity and limited price discovery characterised 2023. Buyers with
capital to deploy will be able to successfully take advantage of attractive pricing levels.

. Unlike the previous cycle, investors will not be able to ride the wave of leveraging cheap money
alone to drive future performance, the rising macro tide will not lift all assets.

. The strategic implication is that investors who successfully align themselves with long term
structural trends will be those who benefit from outsized returns through both security of

income and rising capital value.

Improving Economic
Backdrop

To date, Europe has weathered the economic
challenges better than initially expected. Last
year the economy did not sink into the deep
recession that was forecast 12 months ago,
however 2024 is likely to be another year of
muted growth, before more meaningful growth
returns in 2025 (Figure 1). Any technical
recession will likely be mild and short lived.

Figure 1: GDP Growth pa (%) 2024 2025
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Source: OEF, 27 Feb 2024. Forecasts may not come to pass.

Underlying price pressures are easing, and
inflation is coming under control. In the
Eurozone, headline inflation has fallen steadily
to 2.6% from its record high of 10.6% In
October 2022. Similarly in the UK, inflation has
come down to 4% from a peak of 11.6%. The
deflation observed in the UK has occurred at a
faster pace than forecast, which has contributed
to improving confidence.

Restrictive monetary policy has proven
effective, causing central bank stance to
become more dovish. All things remaining
constant, we believe rates are now at their peak
level. The ECB kept rates unchanged at 4.0% in
its last meeting, with forward guidance
indicating the first cut could be this Summer.
Similarly, in February the BoE voted to keep
rates at 5.25%. Even though the Bank continues
to push back against the view that rates will be
cut in the first half of this year, they have
conceded that if the evolution of data permits
them do so, they will loosen monetary policy
before inflation reaches the 2% target.

Leading indicators point to sentiment already
moving in a positive direction. For example, in
the UK, the composite activity PMI is moving
further into expansionary territory. Meanwhile
consumer confidence in both Europe and the UK
also remains on an upward trajectory (Figure 2).

Figure 2: Consumer Sentiment
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Figure 3: UK Real Estate Cycle
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Source: GDP Growth Oxford Economics, MSCI Monthly UK Index Annualised, 27 Feb 2024.

Cyclical Entry Window

With a significant value correction already
behind us, the question is the pace at which
sentiment will improve. To date, values have
declined by 25% in the UK and 159%' in
Europe. We believe that we are approaching
the bottom of the market correction in Europe,
and as at today we are starting to see signs of
value stabilization. As the economic weakness

subsides, inflation declines and the case
grows for interest rate cuts, the relative
attractiveness of quality real estate will

improve. Greater focus should be on quality of
income as we see measures of insolvency rise
increasing tenant risk.

Given the procyclical nature of real estate,
we see how as an opportune time to enter
the market to benefit from lower entry
prices. However, a differentiating factor in this
cycle is the that rates will not return to the
historically low levels investors had become
accustomed to. In turn we see alignment with
the long-term megaforces of digitalization
demographics and the transition, as key to
ensure outsized returns.

Transaction activity should begin increase as
sentiment improves. Limited price
transparency and a disconnect between buyer
and seller expectations mean 2023 annual deal
volumes fell to levels last seen in 2012. Total
volumes last year reached €166bn?, 50% lower
than the amount transacted in 2022. However,
activity in Q4 2023 increased relative to the
previous quarters, suggesting confidence may
slowly be returning to the market.

Strategic Implications

We remain confident in our broad sectoral
convictions, whilst being cognisant that
opportunities can also emerge in all sectors
however the rising macro tide will not lift all
assets equally. This is where an acute
understanding of city and asset level dynamics
is pivotal.

Despite repricing, long-term prospects in the
logistics sector remain positive. Economic
uncertainty, increased financing costs, and
limited price transparency, caused a sharp
slowdown in deal making last year. Logistics
investment volumes reached €32bn, which is
down 51% vs 20222, Pricing in European
logistics has since moved out significantly, with
prime European yield expansion of c. 130bps
from 3.6% at peak pricing3. As the speculative
pipeline contracts, we expect to see vacancy
rates decline. Several forces will continue to
drive demand for logistics space. Namely this
links to the ‘digitalisation’ mega-force, and the
continued proliferation of e-commerce,
partnered with the impact of geopolitical
fragmentation acting as a catalyst for
nearshoring.

A difficult paradigm persists in the office
sector. During 2023, transaction volumes sunk
to their lowest level since 2012 at €44bn2. This
reflects the impact of cyclical tightening
alongside the risk of obsolescence, growing

capex requirements, and uncertainty
surrounding space requirements and ESG
regulation.

Sources: 1. MSCI UK Monthly Index, European Quarterly, 4t March 2024; 2. RCA, year end 2023, 4t March 2023; 3. PMA Autumn 2024 Prime Forecasts,

4% March 2024
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The occupier market is characterised by a
preference for quality, with take-up declining
by 18% in 2023“. However, leasing for ‘Grade
A’ space remained relatively solid declining by
only 6% compared to 2022 levels. Vacancy in
core markets such as Paris CBD and Hamburg
remain in line with pre-pandemic levels. This
highlights that demand does exist, just for the
right product in the right market that aligns
with increasingly restrictive corporate ESG
commitments. This will drive a greater
divergence in rental levels.

Persistent supply constraints, means the
residential sector remains attractive on a risk
adjusted basis. European apartment
transaction volumes reached €31bn in 2023,
which was 53% below the levels achieved in
20225. The residential development pipeline
has continued to shrink across key cities due
to construction cost inflation. This will further
drive the supply-demand imbalance,
particularly for affordable stock. Moreover,
home ownership is becoming increasingly
unaffordable, this will only be exacerbated by
the higher rate environment. In turn, rental
growth is expected to remain strong over the
medium term. One of the main downsides
comes through in the form of policy risk, as
demand for rental cap regulation persists
across key cities such as London.

Despite being long out of favour with
investors, selective opportunities exist in the
retail sector. The retail sector continues to
face short term headwinds alongside long term
structural challenges. Transaction volumes
reached €29.5bn last year®. This is due to
faltering investor appetite and structural
divestment out of the sector whilst being
exacerbated by economic headwinds.
Repricing has been less significant, given that
a lot of correction had already happened in the
sector. As inflationary pressures subside, and
real incomes increase, pressures on
consumers and retailers should dissipate.
Occupiers and investors will continue to
grapple with the ongoing structural challenge
that is the growing prevalence of e-commerce.
Retail which forms part of mixed-use schemes,
and retail parks are expected to outperform.
There will be ongoing challenges for shopping
centres, but we do see opportunities where
attractive pricing prevails, namely in Spain.

Focus: UK Performance

The MSCI/AREF UK Quarterly Property Fund
Index, which comprises 41 Funds, released its
final quarter performance for 2023, reporting a
total return decline for UK All Property of
-18.5%. The UK Managed Funds Index which
tracks funds that deal daily and are a faster
reactor to the market has outperformed all
property in the past 3 quarters and suggests a
possible inflexion point for UK property.

Figure 4: Total Return Since Peak
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Source: : MSCI/AREF Quarterly Index, Q4 2023, 18 Jan 2024 Past
Performanceis not a reliable indicator of future perfarmance.

H2 2022 saw total return contracting at
different rates across fund types, ranging from
15.5% for the Long Income Index and 18.4%
for the Managed Funds. However, from June
22 to Dec 23 all strategies have seen a total
decline between -18.1% and -18.7%
indicating an overall trend for UK property
regardless of strategy. Quarterly returns are
still varied across Funds as Managers vary
valuation approach to tackle redemption
pressures. Figure 5 demonstrates the
dispersion in return for the quarter showing
93% of Funds in the Balanced Index
performing between -1.5% and 1.5%
contrasted against the Long Income Index
where performance has relatively spread
between -4.0% and 1.5%.

Figure 5: Dispersion of Quarterly Returns
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Source: : MSCI/AREF Quarterly Index, Q4 2023, 18 Jan 2024. Past
Performanceis not a reliable indicator of future performance.

Sources: 4. Savills, European Outlook, 4" March 2024; 5. RCA, year end 2023, 4t" March 2024.
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Investing involves risk, including possible loss of principal. Asset allocation and diversification may not protect against market risk, loss of
principal or volatility of returns. Actual investment outcomes may vary. The model portfolios should not be construed as investment advice. There
is no guarantee that these investment strategies will work under all market condiitions or are suitable for all investors and each investor should
evaluate their ability to invest long-term, especially during periods of downturn in the market. No representation is being made that any account,
product, or strategy will or is likely to achieve profits. The above are representations of various model portfolios and no guarantee is being made
that the structure of other similar portfolios will remain the same or that similar results will be achieved.

Risk Warnings

Capital at risk. The value of investments and the income from them can fall as well as rise and are not guaranteed. Investors may not get back the
amount originally invested.

Past performance is not a reliable indicator of current or future results and should not be the sole factor of consideration when selecting a
product or strategy.

Changes in the rates of exchange between currencies may cause the value of investments to diminish or increase. Fluctuation may be
particularly marked in the case of a higher volatility fund and the value of an investment may fall suddenly and substantially. Levels and basis of
taxation may change from time to time.

The information contained in this document, does not constitute and should not be construed as an offer of, invitation or proposal to make an
offer for, recommendation to apply for or an opinion or guidance on a financial product, service and/or strategy. Whilst great care has been
taken to ensure that the information contained in this document is accurate, no responsibility can be accepted for any errors, mistakes or
omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this document (or any part of it) with the
consent of BlackRock.

The information contained in this document is for information purposes only. It is not intended for and should not be distributed to, or relied
upon by, members of the public.

The information contained in this document, may contain statements that are not purely historical in nature but are “forward-looking statem
ents”. These include, amongst other things, projections, forecasts or estimates of income. These forward-looking statements are based upon
certain assumptions, some of which are described in other relevant documents or materials. If you do not understand the contents of this
document, you should consult an authorised financial adviser.

© 2024 BlackRock, Inc. or its affiliates. All Rights reserved. BLACKROCK, iSHARES and ALADDIN are trademarks of BlackRock, Inc. or its
affiliates. All other trademarks are those of their respective owners.

In the UKand Non-European Economic Area (EEA) countries: this is Issued by BlackRock Investment Management (UK) Limited, authorised and
regulated by the Financial Conduct Authority. Registered office: 12 Throgmorton Avenue, London, ECZN 2DL. Tel: + 44 (0)20 7743 3000.
Registered in England and Wales No. 02020394. For your protection telephone calls are usually recorded. Please refer to the Financial Conduct
Authority website for a list of authorised activities conducted by BlackRock.
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Markets. Registered office Amstelplein 1, 1096 HA, Amsterdam, Tel: 020 - 549 5200, Tel: 31-20-549-5200. Trade Register No. 17068311 For your
protection telephone calls are usually recorded.

For qualified investors in Switzerland: This document is marketing material. This document shall be exclusively made available to, and directed at, qualified
investors as defined in Article 10 (3) of the CISA of 23 June 2006, as amended, at the exclusion of qualified investors with an opting-out pursuant to Art. 5 (1) of
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and Portfolio Management Law, 5755-1995 (the “Advice Law”), nor does it carry insurance thereunder.

For information on investor rights and how to raise complaints please go to https://www.blackrock.com/corporate/compliance/investor-right available in Italian.

Please be advised that BlackRock Investment Management (UK) Limited is an authorised Financial Services provider with the South African Financial Services
Conduct Authority, FSP No. 43288.

In Saudi Arabia, Qatar and Bahrain: The information contained in this document is intended strictly for sophisticated institutions.
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506661, Dubai, UAE, and is regulated by the DFSA to engage in the regulated activities of ‘Advising on Financial Products’ and ‘Arranging Deals in Investments’
in or from the DIFC, both of which are limited to units in a collective investment fund (DFSA Reference Number FO0O0738).
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Kuwait Capital Markets Law and its Executive Bylaws.
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replace the obligation of financial advisor to apply his/her best judgment in making investment decisions or investment recommendations.

This material is restricted to distribution to non-U.S. Persons outside the United States within the meaning of Regulation S under the U.S. Securities Act of 1933,
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Services offered by BlackRock Mexico, please review our Investment Services Guide available in www.blackrock.com/mx. This material represents an assessment
at a specific time and its information should not be relied upon by the you as research or investment advice regarding the funds, any security or investment
strategy in particular. Reliance upon information in this material is at your sole discretion. BlackRock México is not authorized to receive deposits, carry out
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is a registered trademark of BlackRock, Inc. All other trademarks are the property of their respective owners.
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Law No. 1 of July 8, 1999 (institutional investors). Consequently, the tax treatment set forth in Articles 334 to 336 of the Unified Text containing Decree-Law
No. 1 of July 8, 1999, does not apply to them. These securities are not under the supervision of the Securities Superintendence of the Republic of Panama. The
information contained herein does not describe any product that is supervised or regulated by the National Banking and Insurance Commission (CNBS) in
Honduras. Therefore any investment described herein is done at the investor’s own risk. This is an individual and private offer which is made in Costa Rica upon
reliance on an exemption from registration before the General Superintendence of Securities ("‘SUGEVAL”), pursuant to articles 7 and 8 of the Regulations on
the Public Offering of Securities (“Reglamento sobre Oferta Publica de Valores”). This information is confidential, and is not to be reproduced or distributed to
third parties as this is NOT a public offering of securities in Costa Rica. The product being offered is not intended for the Costa Rican public or market and neither
is registered or will be registered before the SUGEVAL, nor can be traded in the secondary market. If any recipient of this documentation receives this document
in El Salvador, such recipient acknowledges that the same has been delivered upon his request and instructions, and on a private placement basis. For
Guatemala Investors, This communication and any accompanying information (the “Materials”) are intended solely for informational purposes and do not
constitute (and should not be interpreted to constitute) the offering, selling, or conducting of business with respect to such securities, products or services in the
jurisdiction of the addressee (this “Jurisdiction”), or the conducting of any brokerage, banking, or other similarly regulated activities (“Financial Activities”) in the
Jurisdiction.  Neither BLACKROCK, nor the securities, products and services described herein, are registered (or intended to be registered) in the
Jurisdiction. Furthermore, neither BLACKROCK, nor the securities, products, services, or activities described herein, are regulated, or supervised by any
governmental or similar authority in the Jurisdiction. The Materials are private, confidential and are sent by BLACKROCK only for the exclusive use of the
addressee. The Materials must not be publicly distributed and any use of the Materials by anyone other than the addressee is not authorized. The addressee is
required to comply with all applicable laws in the Jurisdiction, including, without limitation, tax laws and exchange control regulations, if any. In Guatemala, this
communication, and any accompanying information (the “Materials”) are intended solely for informational purposes and do not constitute (and should not be
interpreted to constitute) the offering, selling, or conducting of business with respect to such securities, products or services in the jurisdiction of the addressee
(this “Jurisdiction”), or the conducting of any brokerage, banking or other similarly regulated activities (“Financial Activities”) in the Jurisdiction. Neither
BlackRock, nor the securities, products and services described herein, are registered (or intended to be registered) in the Jurisdiction. Furthermore, neither
BlackRock, nor the securities, products, services or activities described herein, are regulated or supervised by any governmental or similar authority in the
Jurisdiction. The Materials are private, confidential and are sent by BlackRock only for the exclusive use of the addressee. The Materials must not be publicly
distributed and any use of the Materials by anyone other than the addressee is not authorized. The addressee is required to comply with all applicable laws in the
Jurisdiction, including, without limitation, tax laws and exchange control regulations, if any.

For investors in the Caribbean, any funds mentioned or inferred in this material have not been registered under the provisions of the Investment Funds Act of
2003 of the Bahamas, nor have they been registered with the securities regulators of Bermuda, Dominica, the Cayman Islands, the British Virgin Islands,
Grenada, Trinidad & Tobago or any jurisdiction in the Organisation of Eastern Caribbean States, and thus, may not be publicly offered in any such
jurisdiction. The shares of any fund mentioned herein may only be marketed in Bermuda by or on behalf of the fund or fund manager only in compliance with the
provision of the Investment Business Act 2003 of Bermuda and the Companies Act of 198 1. Engaging in marketing, offering or selling any fund from within the
Cayman Islands to persons or entities in the Cayman Islands may be deemed carrying on business in the Cayman Islands. As a non-Cayman Islands person,
BlackRock may not carry on or engage in any trade or business unless it properly registers and obtains a license for such activities in accordance with the
applicable Cayman Islands law. For Domincan Republic, any securities mentioned or inferred in this material may only be offered in a private character according
to the laws of the Dominican Republic, falling beyond the scope of articles 1 numeral (31), 46 et al of Law 249-17 dated 19 December 2017, asamended and
its Regulations. Since no governmental authorizations are required in such offering, any “securities” mentioned or inferred in this material have not been and will
not be registered with the Stock Market Superintendency of the Dominican Republic (Superintendencia de Mercado de Valores de la Republica Dominicana),
and these “securities” may only be circulated, offered and sold in the Dominican Republic in a private manner based on the criteria established under Dominican
laws and regulations.
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