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Key takeaways

= Resilient European real estate fundamentals, particularly versus U.S. markets, will facilitate income
growth, even in a period of weak economic activity.

Greater certainty on net zero transition in Europe underpins a secular strand of investment opportunities
in the future-proofing of assets through refurbishment and repositioning.

Historic levels of fiscal stimulus are expected to boost Europe’s largest economy over the next five years,
while progress on controlling inflation leaves greater leeway for monetary policy to support growth in the
near term, if required.

While we are still in the eye of the storm as far as understanding the full ramifications of “Liberation Day” and
the subsequent toing-and-froing on announced tariffs, the relative outperformance of the listed European real
estate sector over this period reflects at least in part the defensive growth characteristics of the property market
in Europe, typified by the low vacancy rates that prevail across most sectors and countries which should drive
income growth even against the backdrop of lower economic growth due to tariff uncertainty.

As a rate-sensitive asset class, European real estate has also been supported by the lowering of short-term
interest rate expectations and long-term government bond yields since the tariffs were announced. Until very
recently, these had been a headwind after the large package of fiscal measures announced by the new German
government in March led to a sell-off in sovereign bonds. This illustrates how quickly dynamics are shifting in
the current market. Much will change as we progress through the coming weeks and months, but this is an
opportune time for a pulse check on the “battle readiness” of European real estate, while drawing comparisons
with the U.S. In the “Top Trumps” of global real estate markets, Europe may well be the best positioned.

The key factors to consider in addition to moderate vacancy rates are that future supply in Europe is largely
constrained, rents continue to grow, and there is an entire strand of secular growth opportunities linked to the
decarbonization of assets. At a macro level, fiscal spending will support medium-term economic growth, and a
more balanced inflation outlook means monetary policy can act as a stronger crutch through the near-term
uncertainty that lies ahead, if required.

Supply-side dynamics are the unsung hero of the last cycle in Europe.

In a sector where much of the attention is paid to the demand side of the equation in occupier markets, it is too
easy to overlook slower-moving supply side dynamics. Unusually, the repricing of European real estate over
the last two and a half years has not been accompanied by oversupply of real estate space, despite the two
typically coinciding. This was initially due to the COVID pandemic, which dented appetite for speculative
development, followed up by real challenges in underwriting construction costs as the war in Ukraine and supply
chain disruption took hold. Vacancy rates have increased on the whole, but they remain well below previous
cyclical highs in Europe.

The U.S. market, in contrast, has endured yield-driven repricing, with a classic cycle of oversupply on top, which
has resulted in office vacancy rates at all-time highs, averaging over 20%, while European levels are still below
the global financial crisis highs at 8%. The same has been borne out in the logistics sector where a steeper
decline in occupier demand and a flurry of new space coming to market meant U.S. rents grew by 0.6% last
year, compared with Europe’s 3.5% on average'.

1 JLL Global Real Estate Perspective, February 2025.
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Recent performance is no guarantee of future outcomes, particularly in times of such significant change, but
what is clear is that European real estate comes into this period of uncertainty with a supply/demand balance
much closer to equilibrium than that of the U.S.

U.S. office vacancy rates at 20-year high; Europe’s remain low.
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Source: Fidelity International and JLL Global Real Estate Perspectives, February 2025.

The European brown-to-green transition is still on solid foundations

From a structural theme perspective, the drive to decarbonize and reach net zero appears to be at a relatively
low ebb in the U.S. today, driven partly by the current administration’s scepticism on the issue. Indeed, Europe
is reevaluating some of its own commitments to the net zero transition with competitiveness increasingly front
of mind. However, the overarching ambition among policy makers and European corporates remains steadfast.

This is underpinning a secular alpha-generation opportunity that investors can tap into: to decarbonize and
future-proof buildings, while enhancing the overall value proposition for occupiers. The energy efficiency gains
delivered through a “greening” of assets, in what is a high energy cost region, ensures it is more than just a
moral imperative for European occupiers to be in green space but increasingly represents value for money. We
expect this driver will only strengthen as occupiers become increasingly cost-conscious in the current
environment.

Over the short term, the focus remains on the immediate impacts of tariffs on the global economy, with
European and U.S. activity expected to take a significant hit due to the uncertainty and demand impact of rising
prices. Over the medium term, however, it is worth remembering the one trillion euros of fiscal spending by the
end of the decade announced by the German government in early March, with half the money to be directed
to fortifying German defence and the other 500 billion euros on modernizing the country’s infrastructure. This
is an even larger fiscal stimulus than that implemented during the COVID pandemic, and the largest since
German reunification.

This large stimulus had been expected to boost German annualized growth by 0.7%, taking it to around 1.8%
per annum over the next four years.? This will again be revised as the true extent of tariffs implemented
becomes clear over coming months, but nonetheless this is a significant support to Europe’s largest economy
that will have positive spillovers for the wider region too.

2 Oxford Economics, March 2025.
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The top-down view on real estate capital markets

From a real estate capital markets perspective, we expect the rise in uncertainty to delay the recovery in deal
activity again across all global markets. Indeed, the trajectory of long-duration U.S. Treasuries over recent
weeks may indicate that investor sentiment towards the U.S. has been undermined on a more-than-fleeting
basis. As such, it is conceivable that some of the international capital that had been drawn to the U.S., due to
its recent strong economic performance, may now be diverted elsewhere. Correspondingly, recent commentary
from some large global investment managers highlights how investors are recalibrating exposures to the region.

As the data below on institutional real estate allocations shows, the U.S. has had a disproportionately strong
pull, attracting international capital flows. If European and Asia-Pacific capital is partially redirected towards
Europe as a result of economic turbulence in the U.S., this could aid investment market liquidity in 2026, and
potentially beyond.
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Liquidity in debt markets has recovered very robustly, and European banks remain well capitalized, with modest
non-performing loan exposures in the real estate sector. The risk of a credit crunch due to current threats
therefore is very limited. The recent decline in interest rate expectations should also provide some protection
against valuation write downs in Europe and support with refinancing.

Liquidity in debt markets has recovered very robustly, and European banks enter this cycle with relatively
modest loan exposures to the real estate sector, reported at 10.7% of loan assets by the European Banking
Authority.3 U.S. bank exposures to real estate are higher across the board, at 12.4%, but materially so at smaller
lenders, with concentrations upwards of 30%. Indeed, smaller lenders in Europe also have higher relative
exposures, but the strength of fundamentals of the underlying assets between the U.S. and Europe is materially
different. So too is the growth of loans written at the peak of the market in the U.S. compared with more
moderate late-cycle real estate loan growth in Europe.*

3 European Banking Authority, Risk Assessment Report, July 2024.

4 https://www.fidelityinternational.com/editorial/article/european-commercial-real-estate-remains-more-robust-than-us-4b5a32-en5/ (en anglais)
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Overall, therefore, the robustness of the European real estate credit market looks in somewhat better shape
than that of the U.S., albeit with no material cracks showing so far on either side of the Atlantic. The recent
decline in European sovereign bond yields and interest rate expectations should also provide some protection
against valuation writedowns in Europe and support with refinancing.

The picture in the U.S. is less clear: on the one hand, the heightened probability of recession could catalyse
further interest rate cuts, but on the other, soaring inflation expectations may limit the headroom to do so.
Improving investor sentiment is therefore a key prerequisite for unlocking further growth in deal volumes in
Europe, with some additional challenges to unlock first in the U.S.

So, while the unwelcome developments that came from Liberation Day are still unhelpful for European real
estate, the strong underpinnings and primarily domestic orientation of the sector position it as “battle ready” for
the challenges and uncertainty that lie ahead — perhaps even more so than Europe’s armies!
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Important information

Issued by Fidelity Investments Canada ULC (“FIC”). Unless otherwise stated, all views expressed are those of Fidelity
International, which acts as a subadvisor in respect of certain FIC institutional investment products or mandates.

This document is provided for information purposes only and is intended only for the person or entity to which it is sent. It
must not be reproduced or circulated to any other party without the prior permission of Fidelity.

This document does not constitute a distribution, an offer or solicitation to engage the investment management services of Fidelity, or
an offer to buy or sell or the solicitation of any offer to buy or sell any securities in any jurisdiction or country where such distribution or
offer is not authorized or would be contrary to local laws or regulations. Fidelity makes no representations that the contents are
appropriate for use in all locations or that the transactions or services discussed are available or appropriate for sale or use in all
jurisdictions or countries or by all investors or counterparties.

This communication is not directed at and must not be acted on by persons inside the U.S. and is otherwise only directed at persons
residing in jurisdictions where the relevant funds are authorized for distribution or where no such authorization is required. Fidelity is
not authorized to manage or distribute investment funds or products in, or to provide investment management or advisory services to
persons resident in, mainland China. All persons and entities accessing the information do so on their own initiative and are
responsible for compliance with applicable local laws and regulations and should consult their professional advisors.

Reference in this document to specific securities should not be interpreted as a recommendation to buy or sell these securities but is
included for the purposes of illustration only. Investors should also note that the views expressed may no longer be current and may
have already been acted upon by Fidelity. The research and analysis used in this documentation is gathered by Fidelity for its use as
an investment manager and may have already been acted upon for its own purposes. This material was created by Fidelity
International.

This article has been provided by Fidelity Investments Canada ULC (Fidelity) and is for informational purposes only. It comprises,
among other things, examples of sustainable investing activities across Fidelity and FIL Limited (Fidelity International) only, current as
of June 6, 2025. The article may refer to ESG considerations that Fidelity and Fidelity International may take into account as part of
their research or investment process, and is not necessarily reflective of the approach of any other Fidelity Investments company or
sub-advisor, such as Fidelity Management & Research Company LLC, FIAM LLC, Geode Capital Management, LLC, and State Street
Global Advisors Ltd., to ESG research, stewardship and sustainable investing, either specifically or generally.

These materials may contain statements that are “forward-looking statements,” which are based on certain assumptions of future
events. Forward-looking statements are based on information available on the date hereof, and Fidelity Investments Canada ULC
(“FIC”) does not assume any duty to update any forward-looking statement. Actual events may differ from those assumed by FIC
when developing forward-looking statements. There can be no assurance that forward-looking statements, including any projected
returns, will materialize or that actual market conditions and/or performance results will not be materially different or worse than those
presented. Past performance is not a reliable indicator of future results.

This document may contain materials from third parties which are supplied by companies that are not affiliated with any Fidelity entity
(third-party content). Fidelity has not been involved in the preparation, adoption or editing of such third-party materials and does not
explicitly or implicitly endorse or approve such content.

Fidelity International refers to the group of companies which form the global investment management organization that provides
products and services in designated jurisdictions outside of North America. Fidelity, Fidelity International, the Fidelity International logo
and F symbol are trademarks of FIL Limited. Fidelity only offers information on products and services and does not provide investment
advice based on individual circumstances.
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