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Dear readers,
What a difference a year makes – and, then again, doesn’t. The COVID-19 pandemic
has had an unforeseeable and dramatic impact on all aspects of our lives. The
human and economic damage inflicted in the first half of 2020 is of historical
proportions but summer 2020 also shows that once the risk lessens, life can
gradually return to a ‘new normal’ … whatever this may be. Playing out against
this background is investor interest in the living real estate sectors. This continues
unabated and interest has even increased during the pandemic, amplifying the
already existing challenges of the past years.
What we learned during the pandemic is that businesses will not simply return to
the traditional way of operating. They will reinvent themselves to be more resilient,
adapting their operational models to the still evolving new normal. During the
coronavirus crisis and within the process of creating this new normal, existing
trends within the real estate sector have accelerated, while others have stalled or
even reversed.
But unlike during the global financial crisis, there is no largescale international
coordination of responses to the crisis. Quite the opposite is happening with many
countries turning inwards, pursuing national strategies, making the understanding
of national fundamentals a prerequisite for identifying and analysing promising real
estate investments.
Investment into real estate has fluctuated over the past years, but the overall trend
has been for higher allocations. The current pandemic is likely to accelerate this
as we will continue to live in a ‘lower for longer’ world. In such an environment,
overall returns might be smaller compared to past years, but residential investments
especially will continue to deliver cash-flow stability and diversification benefits if
underwritten properly, which helps pension funds generate the returns needed to
meet their pay-out obligations.
Enjoy this issue!
Yours,
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Executive summary

Living doesn’t stop because of a pandemic
The living sectors have maintained their reputation for resilience and stable operating cash flows throughout
the COVID-19 pandemic. For example, rent collection for multifamily housing has remained stable at
levels between 90% and 95%. However, future performance of the different residential categories will vary
significantly as the sector is not immune to the repercussions of the global pandemic. But knowing the rules
of the game and the (politically induced) changes it involves will remain a key success factor, especially in
these uncertain times.

Residential is an attractive bond substitute
Thanks to its superior cash flow characteristics and capital value preservation, diversified residential, in
Europe in particular, is an excellent substitute for fixed income. It offers a 200-300 basis point yield spread
compared with national ten-year government bond yields and attractive net operating income (NOI) growth
perspectives, especially given that inflation concerns are expected to rise over the mid to long term.

Housing needs to be affordable
Ongoing urbanisation is causing rent and property prices to rise in all major European agglomerations, which
is challenging housing affordability. The relationship of expenditures to the resources available to a household
is the most widely used measure to define or evaluate housing affordability. As a rule of thumb, a threshold
of 30% is seen as the cut-off above which housing becomes ‘unaffordable’. But given the complexity of the
concept, strategic recommendations within this framework must always be adapted and augmented with
respect to the project under consideration.

Be aware of the credit cycle
With COVID-19, credit standards are again tightening significantly. Risk perception has clearly increased
due to growing uncertainty around the impact of the pandemic on the economy and unemployment levels.
Therefore, it will become more difficult for private households to obtain loan approval for house purchases.
But there are many more indirect impacts that institutional investors need to consider. Take the relationship
between changes in credit standards and the growth of house prices or the effect on rental growth as two
examples that need to be incorporated into business plans.

The future is data intelligence
Access to data nowadays is more critical for decision making than ever. Although looking at institutional real
estate investments with a machine involves several difficulties, intelligent analytical methods can be applied
to detect relationships, find unknown life in data and discover patterns that may intuitively seem logical,
but that could not be previously validated. Spatio-temporal regressions, or analytical tools like the PATRIZIA
Amenities Magnet show the way to the future and will improve decision making and ultimately
investment performance.

Residential remains the place to be
Over the past six months COVID-19 has changed our lives, but compared to a year ago, market fundamentals
for investing in European multifamily housing remain largely unchanged. The general imbalance between
supply and demand continues as net additions will most likely be zero or only slightly positive. Consequently,
pressure on residential prices and rents will remain. Overall investors can expect total returns for European
buy-and-hold multi-family housing strategies ranging between 5% to 6% per annum over the next five years, of
which 2.5% to 3.5% will be income return.
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COVID-19, its impact
and the living sectors

In less than a year, COVID-19 has transformed the world. The global economy is forecast to experience
a historically deep contraction as the pandemic has led to governments imposing unprecedented
restrictions on economic activity. On the positive side, quick and decisive policy response from
policymakers has thus far succeeded in preventing the health and economic crisis from morphing into
a financial crisis. Still, a lot of uncertainty remains around the shape and speed of subsequent recovery.

Covid-19 new cases, 7-day average, 000s

The key uncertainty stems from the fact that public health and economic outcomes are deeply interconnected.
Whilst we have seen Europe ‘bending the curve’ of new cases, at the time of writing this report the US was seeing
a vigorous resurgence of the virus and several large emerging markets were reporting a worrying surge in new
cases. Europe had been reporting a few new local outbreaks as well. The risk of new restrictions being put in
place persists in the absence of a vaccine or an effective test and tracing system, which only a few countries
in the world can lay claim to at the moment. As the current developments in Europe show, most countries will
choose an approach that epidemiologists are calling ‘the hammer and the dance’, but what exactly does
that mean?
Europe – small increase in new cases relative to the US
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The hammer is a relatively short period (several weeks, a few months) of rather extreme measures such as
a lockdown on many or most aspects of public life along with travel restrictions, contact tracing, testing and
identification, isolation and care for those infected. The goal of this phase is to get the spread of the virus under
control as quickly as possible. This roughly resembles the time between March and May/June across Europe.
The aim is to get the R-value (a measure for virus transmission rates between people) as far under 1 as possible.
The second phase, referred to as the dance‚ is a period of stabilisation where as many restrictions are lifted as
possible while still maintaining a low R-value through proper testing, isolating and quarantining those infected as
well as those in high-risk categories, focussing on hygiene and social distancing and maintaining bans on large
gatherings. This is the situation in which most European countries find themselves in the summer of 2020. During
the dance phase, there is always the possibility that restrictions will again be tightened (regionally) if needed.
This is the pattern that we have been seeing across Europe in the summer of 2020. The focus of this approach is
to buy time to develop a vaccine or causal treatments for COVID-19 while reducing the strain on the healthcare
sector as much as possible and supporting the economy wherever feasible.
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This approach has so far proven effective as a response to the health crisis, and Europe has successfully lifted
some of the restrictions whilst avoiding a significant resurgence of the virus. High frequency data such as the
‘alternative indicators’ on consumption and mobility suggest activity is beginning to return to normal across most
of continental Europe, with the UK lagging due to a longer lockdown. Still, with social distancing requirements,
more cautious economic agents and a weak global growth environment, the key question is how complete and
sustainable the revival in economic activity will be.
Another advantage that Europe has had in the COVID-19 crisis to date is the sticky nature of its labour markets.
The unemployment response to an economic shock tends to be more gradual in Europe than in the US. In
addition, the furlough schemes put in place by most countries have prevented large-scale job destruction in the
wake of the disruption caused by COVID-19. Coupled with stronger social safety nets, this policy response has
also supported the ability of residential tenants across Europe to continue paying their rent. To ensure people
are housed, politicians have also acted by introducing eviction bans and mortgage moratoriums. Although these
measures enable tenants to defer their monthly payments, rent collection for multifamily housing has remained
stable at levels of between 90% and 95%. Even in the UK, rent collection for multifamily housing stood as high as
96% in May 2020, the highest level reported in all major property sectors.
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Consequently, the living sectors have managed to maintain their reputation for resilience and stable operating
cash flows throughout the COVID-19 pandemic. However, future performance of the different residential sectors
will vary significantly, as the sector as a whole is not immune to the repercussions of the global pandemic.
Multifamily housing can be considered the most resilient among the living sectors. However, it will also face
challenges if unemployment continues to rise, even though the widespread use of income protection schemes
will mitigate the worst of these impacts, assuming they remain relatively short in duration.
Multifamily housing rent collection has shown resilience (UK)
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More and more
institutional
investors are
considering moving
part of their core
allocations that
have traditionally
been invested in
commercial
real estate
into residential.

Student housing, one of the rising stars among the living sectors over the past several
years, has absorbed a range of impacts from COVID-19. With rental income largely
pre-paid and protected for spring terms, many operators have been working to provide
forbearance strategies. Going forward they will need to adjust occupancy plans for fall/
winter as many universities continue with online courses and a higher number of domestic
students choose to live at home during their studies. At the same time, there will be a
material adjustment in the share of international (non-domestic) students. This will reduce
income in the medium term. Nevertheless, as knowledge is the main resource in today’s
world, long-term demand trends for student housing remain intact.
Co-living, the newcomer to the living sectors, also has its fair share of challenges to
be mastered. However, these challenges are more nuanced at asset level, the result of
an asset-specific demand structure. The question to be asked here is: ‘Is most of the
asset’s income derived from corporate workers and longer-term residents or from more
mobile, short-term residents?’. In the latter case, COVID-19 challenges are much higher,
as vacancies might rise. But going forward, co-living remains an integral part of the living
sectors, with a clear focus on the bigger agglomerations as it particularly caters to the needs
of the young and more mobile workers attracted to these cities. Consequently, as with student
housing, long-term prospects remain favourable, assuming that operators are able to master
the short to mid-term challenges, especially through clever use of technology.
Looking back at the past several years, we can say that real estate in general has
generated steady cash flows and significantly higher returns compared with corporate debt
and, especially, government debt. Since the outbreak of the virus this general picture has
become more nuanced and the cash-flow resilience of multifamily investments in particular
has been leading to increasing interest in the living sectors. Accordingly, more and more
institutional investors are considering moving part of their core allocations that have
traditionally been invested in commercial real estate into residential.
PATRIZIA INSIGHT – European Residential Markets 2020/2021
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Residential
investment strategies therefore tend to predominantly focus on core products, reflecting investor
PATRIZIA | © 2018
expectation of long-term, predictable, stable returns. Interestingly, the COVID-19 challenges mentioned above
for some of the subsectors are not deterring investors from venturing into those sectors. The long-term, stable
fundamentals underpinning these subsectors continue to attract interest. Nevertheless, they also require a
longer-term investment focus and a thorough understanding of the regulatory, operational and demand-side
environment. Knowing the rules of the game and the (politically induced) changes it involves will remain a key
success factor, especially in uncertain times as these of the current COVID-19 pandemic.

The living sectors
have maintained
their reputation
for resilience
and stable
operating cash
flows throughout
the Covid-19
pandemic.
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State and perspectives of
the European economy
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Despite the ongoing challenges posed by COVID-19, Europe is expected to have reached its economic
trough in Q2. Consequently, attention has shifted to the scale of policy effort to support recovery. On the
monetary side, the ECB has committed to a vast stimulus programme including a broader asset purchase
programme (PEPP). Other central banks including the Bank of England have responded in a similar
way. The outlook for interest rates has, again, become ‘lower for longer’. Although the ECB’s reiterated
‘whatever it takes’ stance remains essential, the 2020s are likely to see the end of ‘monetary dominance’
and a rising focus on fiscal measures. This is not a normal recession but rather a sudden stop in order to
prevent a public health disaster. The policy response therefore needs to be different as well. This time it
will not be monetary policy that will carry most of the burden, as we are currently experiencing a demand
crisis, not a financial one (to date). The aim is to limit social distress and avert unnecessary bankruptcies
that could hold back recovery.
High levels of uncertainty are complicating policy response. Policymakers need to make decisions despite
substantial uncertainty about the length and severity of the outbreak and its impact on people’s lives and
livelihoods. Therefore, policy at this time tends to follow a step-by-step approach in which specific problems are
identified and solutions put in place as the situation evolves. Deploying insufficient funds could cause widespread
bankruptcies and layoffs, with large and persistent output losses. As policy space is limited, firing too many bullets
too soon could leave the authorities exposed should the infection re-emerge and the crisis be more prolonged.

Discretionary 2020 fiscal measures adopted in response to coronavirus
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There has also been uncertainty around which firms and which jobs will
survive, especially during the early stages of the pandemic. This calls for
immediate, broad-based support gradually giving way to a more focused
approach as uncertainty recedes. Allowing bankruptcies too early could
kill the drivers of tomorrow’s growth. Delaying them too long, however,
and keeping unviable firms alive could slow the necessary structural
adjustment. A related issue is whether offering firms loans or loan
guarantees could give rise to a ‘moral hazard’, where recipients may act
with less financial prudence in future. This requires suitable due diligence
procedures and conditionality mechanisms for state support programmes
in order to lessen moral hazard issues. Another trade-off comes in the
form of providing assistance to large enterprises, which could protect the
livelihoods of the large number of workers they employ. But large firms are
not necessarily those with a brighter future. And focusing on those firms at
the expense of smaller ones could kill off competition from new entrants
and thus slow innovation and reduce competitiveness further down the
road during recovery.
High debt levels are a further challenge. While borrowing can help bridge
income gaps, the debt burden may become unsustainable for some firms
and households. Insolvencies seem almost inevitable in the medium-term
going forward. Experience suggests that promptly cutting excess capacity
and restructuring debt tends to produce faster recovery than does a more
gradual approach. However, a surge in bankruptcy proceedings could
overwhelm the system’s restructuring capacity and would also be viewed
critically by the population, thereby challenging social and political stability.
To date, government stimulus has been largely defensive, aiming at
mitigating the negative impact of COVID-19 on the economy and
preventing a surge in unemployment. There are early signs of a paradigm
shift with regards to the role of fiscal policy in Europe, with an agreement
for a joint fiscal response – the Pandemic Recovery Fund – holding
significant symbolic importance given it is a first move towards fiscal
federalism and closer economic cooperation within the EU. Moreover,
sustained fiscal stimulus seems more feasible from a political standpoint
than in the past, with even Germany abandoning its long-held commitment
to balanced budgets in favour of strong financial support for
German businesses.

Not all countries
will be equally
resilient in the
short-term.
Germany, the
Netherlands and
the other Northern
European countries
are in a good
position to weather
the recession well.

However, not all countries will be equally resilient in the short term.
Germany, the Netherlands and the other northern European countries are
in a good position to weather the recession well, given shorter and less
stringent lockdowns and ample fiscal capacity. With lower fiscal leeway
to support the economy and higher exposure to affected sectors such
as tourism, recovery from the COVID-19 shock will likely be slower in
southern Europe, despite those countries comparatively being beneficiaries
of the Pandemic Recovery Fund. Fiscal response is shaping up to be very
robust in the UK; however, a longer lockdown period and risks of a no-deal
Brexit are clouding short-term outlook.
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EU North-South divide visible in 2020 GDP forecast
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The life support measures during the first phase should lay the foundation for the recovery once lockdown
PATRIZIA | © 2018
measures are lifted. On the production side, firms that retain their skilled workers and see a resumption in
demand will be better positioned to ramp up production while, on the demand side, workers who keep their jobs
and income can resume consumption. But even so, high uncertainty may hold back aggregate demand and the
pace of recovery. Monetary and fiscal policy may thus need to be expansionary for some time to sustain
the recovery.
Besides saving lives, the ultimate test of the policy response to the Covid-19 crisis will be the strength and
durability of the recovery. Given the high degree of uncertainty about the evolution of the pandemic, the range
of outcomes is quite wide. At one extreme, if the pandemic is short-lived, its imprint will be significant but, with
hindsight, manageable. If the pandemic is prolonged, the post-crisis economic landscape could look very different
from todays. Debt levels, especially for sovereigns, will be much higher. The need to reallocate resources will be
greater, and the degree of globalisation possibly smaller. On the other hand, lockdowns could accelerate the shift
towards digitalisation and thus raise future productivity. In addition, investment in green technologies could boost
economic activity. But one thing already seems very likely in the medium term. Because of dealing with insolvency
problems and of central banks’ increased footprint in the economy, the role of the state in the economy will loom
considerably larger for some time.

Central bank interest rates
Fed

ECB

Inflation

BoE

Eurozone

6%

6%

5%

5%

US

UK

4%

4%

3%

3%

2%
2%

1%

1%

Source: Refinitiv

14

Source: Refinitiv

Q1 2020

Q1 2019

Q1 2018

Q1 2017

Q1 2016

Q1 2015

Q1 2014

Q1 2013

Q1 2012

Q1 2011

Q1 2010

Q1 2009

Q1 2008

Q1 2007

Q1 2005

2020

2019

2018

2017

2016

2015

2014

2013

2012

2011

2010

2009

2008

2007

-2%
2006

-1%
2005

-1%

Q1 2006

0%

0%

One definitive aspect of the current crisis has been the amount
of liquidity provided by central banks and the speed at which they
have decided to expand their balance sheets. High unemployment
will push down inflation in the near term. Looking beyond the next
couple of years, the outlook for inflation has become more difficult
to discern. What is beyond doubt is that the impact on asset prices
has been substantial, with both equities and corporate bond prices
having bounced back stronger than expected post-March. There
is, however, considerable differentiation, with surging stock prices
of technology companies benefitting from behavioural shifts such
as remote working and the e-commerce boom at the bullish end,
whilst more affected sectors such as retail, hospitality and travel
are still a long way from 2019 levels. Recovery in the real estate
sector will also be uneven accordingly, with residential emerging as
one of the more resilient sectors, as we have seen
in past months.
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Market performance

Looking at 2019,
the European
residential sector
recorded a total
return of 8.8%.

Given the challenges and insecurities caused by the pandemic, it is not surprising that investors are
reassessing their attitude towards residential investments. And it is not only the income stability
of this sector that investors find attractive. Europe’s residential markets have become one of the
best-performing real estate sectors over the past several years, although one must acknowledge that
there have been significant differences in returns and drivers of performance between countries.
The average total return for residential investment over the past 20 years on a country basis varies
between a low of 6.9% for Germany and a high of 11.2% for the United Kingdom. With the increasing
maturity of the European residential sector, overall total return level and volatility have declined over
the past two decades. This has particularly been the case in the years following the global financial
crisis (GFC), which can be considered an important turning point for European residential investment.

Total return performance of European residential markets (AT, FR, DE, NL, SE and UK)
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The European residential sector recorded a total return of 8.8% in 2019,
comprising an income return of 2.9% and capital growth of about 5.8%.
Looking at the income returns over past years, a slight negative trend
can be observed. This reflects the overall low rate environment but with
a much smaller decline in the income component. Given the low income
return, it is not surprising that capital growth has been the major driver
behind differences in total returns. But again, the GFC appears to have
been a turning point, with average capital growth only recently returning
to the 5% mark, the low point prior to the GFC. Given the importance of
national regulations for the performance of residential investments, it
is not surprising that this average hides within it significant differences
between countries. Germany for example has primarily seen very stable
capital growth and even managed to maintain positive results through
the years of the financial crisis. In contrast the UK market slumped
in 2008/09 but recovered quickly after the GFC with capital values
rising significantly. This reflects the nature of the different regulatory
frameworks, especially in terms of rent regulation and valuation.
Continued on page 23
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Why European residential
investments are ideal
bond substitutes –
a novel approach

19

Since the global financial crisis, government efforts to buoy economies and support lending and the
wider banking system have suppressed returns from fixed income instruments. Central banks around the
world have engaged in unprecedented monetary easing, resulting in a ballooning of negative or near-zero
yielding stock of bonds. This situation is further aggravated by the US-China trade war and the severe,
ongoing COVID-19 pandemic and its implications for the economy and capital markets. The search for
yield is becoming ever more challenging for institutional investors globally.

10-year Government Bonds yields - Europe and the US
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Fixed income
investments may
well be on the way
of becoming a
dying asset class.
20

Fixed income investments may well be on their way to becoming a ‘dying asset class’.
Indeed, many market participants today are suggesting that the global bond market
should be treated in an ‘opportunistic’ manner rather than viewed as a core part of
1
a globally diversified multi-asset-class portfolio. This is a huge departure from the
traditional way of allocating pension and insurance capital, which typically indicates
that bonds should represent more than 60% of diversified portfolios. According to
the Federal Reserve, US public pension funds have quite significantly decreased their
allocations to fixed income, which now represent less than a quarter of their portfolio
allocations or less than a third of what they were 50 years ago.

US public pension fund
portfolio allocation

Asset mix required to earn 7.5%
total return p.a.
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What is the alternative to fixed income? Analysing the portfolio composition
necessary to have generated a 7.5% total return (the return necessary for US
pensions funds to meet their long-term liability obligations) gives some clear 1
indications. As we can see, fixed income would have largely sufficed in 1995 and
would have largely contributed to ‘getting the job done’ in 2005. Its role, however,
has become minimal in the optimal asset mix since the GFC to the benefit of real
assets (real estate in particular) and private equity. European institutional investors face
similar if not keener issues (with a much larger stock of negative yielding investment
grade bonds) than their counterparts in the US. Amongst the real estate sectors,
residential assets went into the COVID-19 crisis as a solid performer and will emerge
even stronger from the pandemic.

Amongst the real
estate sectors,
residential assets
went into the
Covid-19 crisis as a
solid performer and
will emerge even
stronger from
the pandemic.
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A diversified residential portfolio could be viewed as a good fixed income substitute
with a higher yield spread. It offers a 250-300 basis point premium compared to an
average 10-year government bond yield. The following analysis is novel and looks
as far back as the 1990s. The analysis depicts the net operating income generated
by one square metre of residential space in the four main European countries for
residential investment. Comparing the NOI performance of residential to the main
commercial property types, office, retail and logistics/industrial, what stands out
is that residential NOI growth has remained remarkably stable compared to office,
retail and even logistics. What’s more, residential income has shown strong longterm resilience and significant outperformance since the GFC.
Long-term NOI performance
by property type in Europe
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Investors can also compare the total return of residential investments in Europe versus a basket of government
bond yields. Unsurprisingly, residential outperforms over all time periods. Even more importantly, the asset class
shows remarkable stability and even has fewer drawbacks than bond investments. Because the institutional
residential investment market in Europe remains stable, some investors have started moving part of core
allocations that are traditionally invested in commercial real estate into residential to create a more diverse
exposure mix.

Government bonds vs. Residential - Total Return Index (Base 100 in 2000)
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Residential has
proven to be
one of the most
resilient property
types during
the pandemic
in Europe.

Residential has proven to be one of the most resilient property types during the
pandemic in Europe and in other global markets and has done exactly what it said on
the tin. One of the reasons residential has proved so resilient in Europe is that most
residential investments in Europe are financed by banks. In contrast, only a minority
are funded by other lending platforms such as non-listed or private debt funds or
conduits such as CLOs, which are more commonly used in the US, and where we have
seen some of those alternative debt conduits temporarily shut off.
Housing for middle-income tenants in attractive cities has proven a particularly resilient
investment thanks to rents representing a reasonably low share of overall tenant income,
therefore remaining affordable. The investment market for residential property has held up well.
European residential should be part of a diversified core real estate portfolio not only
thanks to its total return stability and diversification potential, as it is more than an
adequate proxy for the fixed income needs of institutional investors, but for other
reasons as well. Over the past decades, residential investments have offered investors
continuous NOI growth over time, which has not been the case for most other real
estate asset types. What’s more, NOI growth of residential investments has been
significantly less volatile than commercial NOI (office, retail and industrial). In addition,
commercial sector NOIs were negatively affected by the GFC while residential
remained ‘unaffected’. Finally, cumulative NOI growth in residential since the early
2000s has been higher compared to commercial investments (with the exception of
Sweden). The recent COVID-19 pandemic is unlikely to change this and may even
reinforce the relatively resilient position of this asset type.
This analysis shows the following differences in income streams for a diversified
European residential portfolio versus a diversified investment-grade fixed income
portfolio:
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Investment-grade fixed income
• Stable income stream over time
• No growth in income over the lifetime of the bond,
as interest rate is fixed at time of investment
• Secure income, due to government guarantee
• Nominal income stability but real loss

Diversified residential
• Generally stable income stream over time if market
shows no oversupply, as housing is a basic need
• Continuous growth of NOI over time due to rental
increase
• Limited rental loss (2% of income) more than
compensated by NOI growth over time
• Income ‘inflation protection’ due to NOI growth

European residential income streams boast characteristics that make this property type a good alternative to
fixed income, including government bond investments with returns that more than compensate for lower liquidity
compared to bond markets. And with inflation concerns rising, residential is a good natural hedge thanks to
explicit rental indexation.

This attractive return environment is reflected in the development of the European residential investment
market, which up until the summer of 2020 did not show any negative impact from the corona pandemic.
At the end of the first half of the year, investment volumes reached €72.44bn on a rolling annual basis,
a new record high. Especially subsectors such as student housing, senior housing & care and subsidised
(affordable) housing have recorded high growth rates in the past years. However, multifamily housing,
which accounts for about two thirds of the total investment volume, remains the dominant sector, followed
by student accommodation with a share of 20%. Although investor focus on residential will continue, the
composition of transaction activity will also reflect the way in which different subsectors are affected by the
pandemic. We can expect a decline in student housing over the next quarters before a return to more normal
trading activity resumes. Consequently, multifamily housing, the most resilient of the living sectors, will
continue its strong performance and even possibly expand its dominance in the coming quarters.
Overall, the residential sector increased its share of total investment volume in Europe to 27.5% in the first
half of 2020, reflecting the strong demand for such properties in times of crisis. The residential sector was
the largest sector by volume in Q2 2020 followed by office. Within this overall trend, the German residential
investment market remains the most active market in Europe followed by the UK. 50% of institutional capital
targeted these two countries. Germany in particular has to date remained very resilient throughout the
crisis. One reason for this is that Germany has a well-established base of domestic investors, which ensures
liquidity even in challenging times. Over the past 12 months, 80% of investment capital came from domestic
investors. Comparing H2 2019 with the H1 2020, this share rose from 78% to 85%, which underpins the
importance of domestic investors when it comes to the liquidity of the German market.
Transaction volume of residential assets
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Intra-European cross-border and overseas investment flows into multifamily housing Q3 2019 - Q2 2020

Source: PATRIZIA with R-Studio via Google API, RCA

Motivated by their wish to diversify their portfolios, European investors have also been active outside Europe
with a total investment volume of €4.4bn. In the US and Japan, European cross-border activity has mainly
targeted multifamily housing, and the capital has predominantly come from German, Dutch and Danish
investors. In contrast, UK investor capital was primarily spent on Australian student housing in the last
4 quarters.
Gross initial yields for multi-family housing vs. 10-year-government bond yields in Europe
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Multi-family
investments
remain highly
attractive for
investors despite
the pandemic.

Given the features of residential NOI over time as well as the increasing
maturity of many European residential markets, it is no surprise that
multifamily investments remain highly attractive for investors
despite the pandemic. Residential asset pricing has not changed
significantly compared to the previous year. Yields have remained stable
in the majority of countries, with ongoing pressure for further yield
compression despite the pandemic. The highest prime yields can still be
found in the CEE countries while Sweden is currently the most expensive
market, followed by Germany and Austria.

Transaction volume Q3 2019 – Q2 2020
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The residential
sector increased
its share of the
total investment
volume in Europe
to 27.5% in the
first half of 2020.

As interest in residential assets grows and more and more markets in Europe mature,
high competition for assets in traditional investment markets like Germany, the Nordics
and the Netherlands, as well as the wish to diversify portfolios is causing investors to
increasingly look across borders. Ongoing urbanisation and a corresponding focus on
cities instead of countries, low interest rates and socio-economic shifts combined with
changing regulations and favourable fundamentals have led to growing cross-border
interest and activity as well. Cross-border investment in the living sectors reached
€32.4bn in the past four quarters, representing 45% of the total volume invested in
Europe. France, Germany and Benelux are dominated by domestic investors, while
in the Nordics the share of domestic and cross-border investors was balanced.
Nevertheless, it is important to keep in mind that some of the cross-border capital
in the Nordics is Swedish money targeting Denmark and Finland. That means that
ultimately the Nordics are a much more domestically focused market if analysed on a
regional level instead of taking a country approach. An opposite pattern can be observed
when looking at the UK and the PIIGS and CEE countries. While the UK and PIIGS are seeing
some domestic investment activity, which in the case of the UK can be attributed to the
fact that many domestic investment managers are showing considerable interest in the
BTR sector, investment activity in the CEE countries is to date purely being driven by foreign
investors. Around €3.5bn of these cross-border investments were placed in senior housing
and care.
There are some interesting patterns to be found in looking at intra-European crossborder and overseas investment flows into European multifamily housing, depending
on size and origin of capital. The amount of cross-border capital invested in multifamily
housing in Europe totalled €28.9bn in the last 4 quarters. Approximately half of these
investments, or €14.6bn, came from Europe, €12.8bn from the Americas, €1.1bn
from Asia-Pacific and €0.5bn from rest of the world. US investors remain the most
active source of capital for cross-border investment in the European multifamily
housing market, accounting for 40% of total cross-border investment. The UK and
Spain are currently the primary targets for this capital in Europe. German investors
were the major source for intra-European capital flows, mainly targeting the Nordics
and especially Sweden and Austria. While the UK and the Netherlands also remain
important destinations, German investors are increasingly looking into Ireland and Italy.
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European housing
markets

With the living sectors currently an investor favourite due to their investment characteristics, it is crucial
to have knowledge and an understanding of housing market fundamentals. The only way to unlock the
portfolio-enhancing benefits of residential investment is to understand how this type of investment functions
as well as any political interference that may be involved. The ongoing trend towards urbanisation combined
with relatively low construction activity, which is causing an imbalance in terms of supply and demand, is
the fundamental driver of the residential markets and supports this development. In addition, the robust
performance of the European economy has supported the residential markets in a low-rate environment,
the likes of which has never been seen before.
Although the harsh impact of the COVID-19 pandemic will have a short-term impact on many of the fundamental
drivers of the European residential markets described above, long-term trends will not be reversed. People don’t
just stop living because a global pandemic has appeared. Mobility data collected by Google during the lockdown
period shows that home has become a place where nearly all households spend much more time compared to the
situation pre-pandemic, while mobility in other segments like shopping, leisure, commuting and work almost came to
a standstill. People were ‘locked’ in their homes, underpinning and emphasizing the importance of the four walls in
which we live.
Aggregated yoy growth of loans for housing purchases and lending rates in the Eurozone
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The favourable financing conditions mentioned above have been supported by more or less stable credit standards
over the past years, following a time in which credit conditions were loosened significantly as the effects of the
GFC wore off. But with COVID-19, credit standards are again tightening significantly. Risk perception has clearly
increased due to growing uncertainty around the impact on the economy and unemployment levels. In addition,
with risks increasing in the economy in general, banks have become cautious. Risk tolerance is decreasing as
a consequence, again negatively impacting credit standards around granting loans to households for house
purchases. At country level, three of the European Union’s four biggest countries, Germany, Spain and France,
recorded tighter credit standards, while these remained stable in Italy in the first half of 2020. As a consequence,
it will become more difficult for private households to get loan approval for house purchases through the end of
2020 and onwards until the economic damage caused by the pandemic disappears. One can therefore expect the
number of new loans to decrease along with the number of outstanding loans.

Changes in credit standards applied to the approval of loans to households
for house purchase, and contributing factors
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institutional investors need to consider. Take the relationship between changes in credit standards and the growth
of house prices, for example. Tightening credit standards result in lower loan approval numbers and therefore
lower house price growth rates as demand for house purchases among private households declines, reducing
pressure on house/apartment prices. A decline in the momentum behind house price growth rates can therefore
be expected over the coming quarters due to the indirect impact of COVID-19 via the change in loan policies of
European banks.

Expected change in credit standards (x-axis) vs. actual house price change (y-axis)
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For institutional investors targeting sale developments or privatization strategies
this has important implications. First, one needs to keep in mind that this does
not mean that house prices are going to move into ‘free-fall mode’. That would
only happen should demand collapse with banks forcing households in arrears
or cash-constrained developers to sell at lower prices. However, this scenario is
not very likely as banks are in a much better capitalised situation compared to
the GFC. Second, the imbalance between supply and demand will not disappear
due to COVID-19, as the general excess of buyers compared to options on offer
will continue. That, however, does not mean that price might not drop in some
locations as demand patterns shift due to the economic effects of the pandemic.
As a consequence, investment strategies involving for-sale activities will need
to be adjusted in reasonable ways, including prolonged sales periods or lower
expectations around price growth. However, this situation in no way means that such
activities should be abandoned. As such activities target a segment of the housing
market that is favoured by many households, such activities must be seen as a ‘core’
element in a pan-European strategy that optimises investment risk-return profiles.

Living doesn’t
stop just because
a global pandemic
appeared.

The ongoing
urbanisation
trend combined
with relatively
low construction
activity resulting
in demand/supply
imbalances is the
fundamental
driver of the
residential markets.

As the outlook for house prices is impacted by expected changes to credit
standards for private household house purchases, investors need to ask questions
as to what other relationships there are within the housing market that might be
impacted by this development. High demand for residential assets in the past
years has led to a strong increase in house prices. Consequently, the European
house price cycle exhibited strong growth momentum in the aftermath of the
GFC. At the same time the European rental cycle also showed ongoing positive
momentum, albeit with less volatility and lower growth rates. The latter can be
ascribed to a large extent to the effects of regulations in the rental markets across
Europe. Overall, historical trends show a 4:1 relationship between price growth
and rental growth. Although one can argue about the causality of this relationship,
it does indicate a further slowdown in rental growth over the coming years. Again, this
does not mean that rents will decline but rather that the momentum behind rental
growth will be less dynamic, something that we have already seen in past years due to
increasing political interference as concerns around affordability have grown.
Continued on page 34

European nominal house price cycle vs. European rental cycle
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Housing affordability,
the challenge for
European cities

30

Due to ongoing urbanisation, European cities have become important hubs for education and innovation,
which in turn fuelling economic growth to expand knowledge-based economies across the continent. Europe’s
cities are, however, increasingly struggling to provide housing to meet the demand of an ever-growing number
of inhabitants. This is endangering the smooth functioning of these cities and, consequently, their longterm success. With residential development levels failing to match growth in demand in nearly all European
agglomerations, rent and price levels have been increasing steadily over recent decades. This is challenging
the pockets of people with average salaries. Housing affordability is therefore currently one of the biggest
challenges being faced by cities and politicians across Europe.

The pandemic has
at this point not
reversed the trend
of ever-increasing
prices and rents
for housing.

Given the impact of COVID-19 on national economies, salaries are unlikely
to rise any time soon. Furthermore, although COVID-19 has had a significant
impact on many areas of the economy, the pandemic has to date not reversed
the trend of increasing prices and rents for housing in major agglomerations,
especially when it comes to properties at the middle or lower end of the
spectrum. This is causing problems to mount for politicians and authorities as
they try to prevent their cities from becoming places where only the wealthy
can afford to live while vulnerable groups and the middle class are forced to
the outskirts. Housing affordability has therefore risen to the top of the political
agenda of most mayors, especially as it is an issue that one cannot hide.
Voters are feeling the financial pain caused by the cost of living rising above
employment income.
But what is ‘housing affordability’ and how can it be measured? A starting
point in understanding affordable housing is the ‘housing continuum’. This is a
concept used by policy makers to help them take into consideration the broad
range of responses available to help households with different tenures access
affordable and appropriate housing. The concept enables policy makers to
move away from a one-size-fits-all strategy for providing public housing towards
the ‘range of housing options available to different households on a continuum
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Source: PATRIZIA, Urban Agenda for the EU

The housing continuum concept shows that there is no universal answer to what constitutes affordable housing
as it consists of three subgroups (affordable home ownership, affordable rental housing and social housing), each
of which target different household groups. With discussions around income (in)equality hitting the headlines ever
more frequently, the concept of affordable housing is becoming increasingly linked with income quintiles and
discussions around housing cost overburden.
The benefits of such an approach are twofold. First, the housing continuum framework combined with income
quintiles helps one more precisely define what is meant by affordable housing while emphasising the fact that
this is a complex topic without a one-size-fits-all solution. Second, it helps define the target group for affordable
housing in line with the population income quintiles, with focus being placed primarily on the first, second and
third quintile (low-income and lower middle-class households). This shows that affordable housing
is not only an issue that affects low-income households but also the middle class.
Nevertheless, challenges to the concept of affordability do not stop there. This has to do with the two-dimensional
nature of housing affordability: a standard of housing quality and a standard for determining the reasonable
relationship of price or rent to household income. However, an initial look at different aspects relating to housing
quality shows the challenges that must be faced if one wants to create a universal, pan-European approach to
affordable housing. There is no standard quality of housing that is applicable in all European countries and cities,
making a unified approach to housing affordability impossible.
Despite increasing concerns about affordability, a consensus has yet to be reached as to how housing affordability
can be measured. In principle there are three methods for measuring housing affordability: a normative, a
behavioural and a subjective approach. The normative approach defines a threshold value for the limit or norm of
housing affordability. The behavioural approach evaluates housing affordability by investigating housing decisions
based on different household characteristics. The subjective approach is based on large sample surveys, which
summarise subjective evaluations of respondents’ feelings about their affordability situations.
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The normative approach has received the most attention. Normative
measurement defines the limits or norms of affordability in terms of
threshold values. There are two norms that are used the most. One
is that the income of a household after paying for housing should at
least be at the minimum level required to meet non-housing needs
(related to the poverty line). The more widely used norm is that a
household’s housing cost should not exceed a specified proportion of
the household’s income. This relationship is expressed in terms of ability
to access housing as measured with house-price-to-income ratios or on
ongoing costs of housing as in rent-to-income ratios. A general definition
of such an affordability measure would be as follows:

affordability =

expenditure for housing
available resources to pay for housing

But despite widespread use of the ratio measurement, there are
challenges in this approach, especially when used for international
comparison. One question to ask is what factors are considered when
looking at available resources (which income components are included)
and expenditures (depending on the required quality of housing
discussed above)? In addition, the implicit assumption is that households
always devote a certain portion of their income to housing-related
expenses. This might fail to reflect cultural differences or the reality of
households within different income groups and over time. Nevertheless,
due to its perceived simplicity in nailing down affordability to a single
number, this norm is highly favoured in political and public discussions.
Today a 30% threshold is the widely used and accepted norm for the
housing expenditures of a household before housing is
considered unaffordable.
Given the complexity of the concept of affordability, working with this
threshold requires adapting and augmenting it in most cases. Doing
this in a targeted and transparent way will help us understand the
affordability challenges and limitations arising from the use of a single
number when defining affordability. Taking this approach, a single
number and rigorous and sound analysis can help us understand the
peculiarities of each individual project while at the same time functioning
as a guideline for strategic recommendations.
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Looking at Europe, construction activity has been relatively moderate
over the past years, reflecting the experience seen in countries like Spain
and Ireland in connection with the euro crisis. Since that time, regulatory
activity has focused on housing markets and loan origination, making
banks cautious. Looking at country level data, a much more differentiated
picture appears. Not surprisingly, in the former PIIGS countries (Italy,
Portugal, Ireland, Spain) construction activity has increased only very
slightly in the past years and is still far below pre-crisis levels. There is no
reason to fear a return to an oversupply situation comparable to the one
that caused the housing market crisis in countries like Spain a decade ago.
Countries like Belgium, Finland and France have exhibited a more or less
stable evolution of housing supply over the past decade. Construction
activity in these countries today is still at the level seen 10 years ago,
making a solution to housing market problems unlikely in the near future.
Construction activity in the UK has been moderately increasing, which
calls for a profound understanding of local market conditions, as the
general situation in the UK remains one of severe undersupply of new
housing, especially in the big agglomerations in the south. Only the Nordic
countries and, to a lesser degree, Austria and Germany, have experienced
an increase in construction activity during the past 10 years. However,
the regional composition of construction activity is important here, as a
detailed analysis of Germany and its top 7 markets reveals. In addition,
Sweden is a good example of how construction activity reacts to changing
(bank) regulation when fears of a housing bubble result in central bank
action, as this is the main reason for the significant drop in construction
activity in Sweden since 2017.

Urbanisation is and
will remain one of
the main drivers
of European
residential markets.
A trend that
will continue up
until 2050, with
approximately
85% of European
citizens living in
cities at this time.
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Urbanisation is and will remain one of the main drivers of European residential markets. This is a trend
that will continue up until 2050, with approximately 85% of European citizens living in cities at that time.
This is changing the structure of cities and challenging city administrations to adjust to these changes.
But urbanisation is not the only factor that is shaping this trend – Europe is also aging.
Taking a look at median ages in European countries and cities, one sees considerable variation, which
requires different strategic approaches according to the age of a city’s population. Six of Europe’s 10
youngest cities can be found in the UK, which is one of the ‘younger’ countries in Europe in terms of
population, for example, while 6 of the cities with the most elderly population are located in Europe’s three
‘oldest’ countries, Germany, Italy and Portugal. Obviously, there is a correlation between median age at
a country and city level. However, this is not the only factor impacting the median age of a city. In UK the
median age of the youngest cities is well below country level. This can be traced back to the fact that
these cities attract high numbers of national and especially international students due to their prestigious
universities. Taking a closer look at Birmingham, one of the youngest European cities, we see that the
working age population is significantly more ethnically diverse than in the country as a whole. So, in countries
with shrinking or only slowly growing populations, immigration is a crucial factor for the age structure of
cities. In addition, the job offerings within a city affect the attractiveness of that city for younger people while,
on the other end, high living costs, like those in London, are deterring elderly people, as most retired persons
cannot afford high rents.

Source: PATRIZIA, Eurostat, ArcGIS
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The (near) future: Data
intelligence in residential
real estate

Institutional real
estate investment
is nowadays a
combination
between local
footprint,
experience and
data intelligence.

Access to data nowadays is more critical for decision making than ever. The real estate industry has
been flooded by different types of data over the past decade with the aim of capturing new investment
opportunities or improving processes. However, understanding the value drivers of residential assets
with such quantities of data has never been more difficult than it is today. The amount and variety of
information currently available to help us judge the quality of a location is increasing at a rapid pace.
However, there is no easy way for asset or investment managers to process these assessments, which
is quickly leading to information overload. As a result, institutional real estate investment has become
a combination of local footprint, experience and data intelligence.
Looking at institutional real estate investments with the eyes of a machine involves dealing with three difficulties.
First, data about residential assets is not harmonised between data providers and varies significantly across the
European countries. Second, the sample size from which insights are derived varies from month to month and
from city to city. Finally, the available data is connected in space and time with an unknown pattern. Whilst these
challenges do not look like the best starting point from which to derive investment recommendations, intelligent
methods, like spatial-temporal econometrics, can be applied to detect relationships, find unknown life in data and
discover patterns that someone may have intuitively thought of, but that could not be previously validated by data.
From a spatio-temporal perspective, the trend in asking rents in Munich and Frankfurt reveal many new insights.
Starting in Munich in 2014, almost 47% of all listed units showed a rent equal to or below €950 p.m., whilst only
5% of the sample exceeded a monthly rent of €1,200 p.m. The most expensive dwellings for rent were in the east
of the city centre and partly in the south. In 2017, the map shows a radial propagation of rents from the east of
the city centre to the west as well as in the south, with almost 70% of listed units showing rents between €1,000
p.m. and €1,200 p.m. In the first half of 2020 the regions in the city centre with rents below €950 p.m. have
disappeared, and the radial propagation of listing with rents above €1,200 p.m., which started in 2017,
has consolidated. A similar radial propagation starting at the city centre can be found in Frankfurt. Whilst 19%
of the data in 2014 show rents below €750 p.m., only 2% of the listings surpassed a rent of €1,100 p.m. In 2020
47% of all listed dwellings were advertised within a range of €900 p.m. and €1,100 p.m. Of interest here is the
development in the north of Frankfurt (Riedberg) where in 2014 a small area showed rents above €1,100 p.m.
and where strong rental growth led to consolidation in 2020. This spatio-temporal analysis is a valuable
instrument to help us understand rental growth patterns within urban areas over time.
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Development of rents in space and time

2014

2017
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2020

Source: PATRIZIA with R-studio via Google API, Empirica API, EC2 in AWS.
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The PATRIZIA
Amenities Magnet,
an artificial
intelligence
algorithm, can
be used to assess
location quality
transparently and
without having
to rely on instinct.

Artificial intelligence can also be used to answer the question as to the
quality of an investment’s location within the context of a city. Traditionally,
this question would involve collecting socioeconomic data about the city
on a postcode level as well as some information regarding access to the
underground, restaurants or the airport. The assessment also traditionally
takes into account factors such as experience and instinct. But with the
amount of spatial details growing exponentially ever since the introduction of
google maps and open street map, the intelligence needed to process all this
information and use it to the benefit of real estate investment still remains in is
its infancy.
What would happen if an intelligent machine could view spatial data through
the eyes of a real estate investor? To make this happen, the first step is to
teach the machine which groups of amenities should be scored positively
or negatively, e.g. a supermarket vs. a nuclear power plant. In other words,
the machine needs access to a dictionary of amenities with corresponding
definitions in real estate investment terms.
The second step is to apply a decision rule for assessing the amenities in a
market, i.e. an algorithm. Once the machine has screened all amenities in the
market and identified locations with oversupply and undersupply of positive
or negative amenities, the results need to be standardised as a score from
0 to 100, with 100 indicating the best location. This is the approach used by
the PATRIZIA Amenities Magnet, an artificial intelligence algorithm that can be
used to assess location quality transparently and without having to rely
on instinct.
The following maps show the PATRIZIA Amenities Magnet scores for
the functional urban areas of Manchester and Dublin. The city centre of
Manchester is indeed very attractive for living given the number and variety
of positive amenities. The PATRIZIA Amenities Magnet particularly shows that
the northern part of the functional urban area of Manchester, i.e. Bury, Bolton
and Rochdale, provides the same degree of attractiveness in terms of living
as the city centre. In contrast, the southern areas show a lower score, which
indicates fewer amenities and considerably less convenient accessibility.
In the case of Dublin, the PATRIZIA Amenities Magnet indicates diversified
spatial attractiveness. Whilst the centre of the city has high scores, the same
amenities can be found in Dún Laoghaire at the coast as well as in selected
northern areas. The PATRIZIA Amenities Magnet also identifies transitional
areas, which need to be analysed in more detail from a development
perspective. Locations between two high-quality centres, for example, could
signal future investment opportunities.
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Sources: PATRIZIA with R-studio via Google API, ArcGIS, EC2 in AWS.
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Outlook and
recommendations

Market
fundamentals
for investing in
European
multi-family
housing are to
a large extend
unchanged.
What a difference a year makes, and again, it doesn’t. Over the past 6 months COVID-19 has changed
our lives, sometimes in dramatic ways. But compared to a year ago, market fundamentals for investing
in European multifamily housing remain to a large extent unchanged despite a heavily deteriorating
economic environment. The general imbalance between supply and demand apparent in nearly all
European agglomerations continues.
Even if migration should slow down, one must take into account that the housing requirements of today’s
households differ significantly from the situation in the 1960s, 1970s and 1980s, when most of today’s housing
stock was built. In addition, the COVID-19 experience of working from home will increase the desire to upgrade
one’s own home if possible. Therefore, supplementary qualitative demand on top of demographically induced
demand will become an even more powerful force in many European cities. At the same time, affordability
challenges will result in continued and, most likely, increased political involvement in the European residential
markets, which will limit growth perspectives going forward. Investors must continue to pay close attention to the
income stream delivered by an asset, and they need to understand how sensitive that asset is not only to economic
challenges but also to regulatory changes.
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At country level we see that gross additions in general will not significantly
exceed 1% of existing stock between 2020 and 2022. Overall we can say
that with this increase in completions, the market is following household
needs and adapting to changing requirements, as some stock is outdated.
However, one also needs to consider that putting the assumed lifetime of
a residential unit at between 100 and 200 years will require replacement
construction of between 0.5% (200 years) and 1.0% (100 years) annually.
Looking at expected construction levels with this additional information
in mind, it becomes apparent that current building activity is more about
stabilising stock than expanding it. Net additions, which tell us whether
stock is increasing, will most likely be zero or only slightly positive.
As successful investment strategies in today’s world are not about
countries but about regions or cities, the above country level analysis
needs to be augmented with city level information, such as that provided
by the PATRIZIA Living Cities Index, as well as additional local supply
analysis. Based on such a detailed analysis we would recommend investing
in cities such as Malmö, Vienna, Helsinki and the Randstad region. In
addition, locations in the well-connected commuter belt of cities like Paris
or Munich offer interesting opportunities.

Investors can
expect total returns
for European buyand-hold multifamily housing
strategies in the
range of 5.0% to
6.0% p.a. in the
next five years.

Given the central bank response to the pandemic, ‘lower for much longer’
is the scenario that institutional investors must address when making
decisions about their allocations. In such an environment and with pension
funds looking for long-term, stable, secure income, residential property
continues to be an attractive investment option. However, performance
compared to alternative investments is not the only factor that makes
residential an attractive investment option. Continuous growth of net
operating income as well as a favourable outlook for (some) capital
growth in multifamily housing investments are also convincing
arguments for investing.

Total return forecast (buy-to-hold strategy)
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Watch the market
development
to better assess
pricing and risks
as the long-term
prospects for
Co-living
remain positive.

With pension funds
looking for longterm, stable, secure
income, residential
property continues
to be an attractive
investment option.

Overall, investors can expect total returns for European buy-and-hold
multifamily housing strategies in the range of 5.0% to 6.0% p.a. over the next
five years. Despite the regulatory challenges that are impacting rental values
and their growth, rising rents and high demand for assets will continue to
result in capital growth of around 2.5% p.a. In addition, investors can expect
to receive an income return of between 2.5% and 3.5%. This is lower than
historical 10-year or 15-year averages and reflects the ongoing low rate
environment. The income component will be the dominant source of return
across Europe, but capital growth will be an attractive add-on, approaching
50% in markets like the Netherlands and France.
Looking at the other living sectors, student housing remains interesting
with supportive long-term fundamentals. Cities like Paris and Madrid offer
interesting opportunities, but investors will need to watch the development of
international student travel very closely given how dependent many assets in
these cities are on international students. Cities like Vienna and Stockholm
also offer interesting long-term perspectives with a more domestically
focused student base. Given that we have yet to see co-living assets traded
frequently, we recommend that core investors watch the market to better
assess pricing and risks, as the long-term prospects for co-living remain
favourable assuming that operators are able to master the short to mediumterm challenges.
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