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Foreword

y /)
Credit investors are

typically focused on
downside protection
and as such are well
positioned to weather
the storm when it
comes.”

Joseph Sciortino

\\\\

Head of Unified Global Alternatives
— Private Credit

Dear readers

While the current market landscape remains fluid,
increased macro uncertainty and unpredictable policy
measures has led to heightened probability of a
potential recession and turn in the credit cycle. Private
credit markets are not immune to these challenges.

However, the robust structures and private nature of
these investments can buffer investors from technical
market sell offs. Further, the flexibility of these
strategies gives managers ample tools not just to
survive, but potentially thrive in a deteriorating
economic environment. Credit investors are typically
focused on downside protection and as such are well
positioned to weather the storm when it comes.

Despite these concerns, higher rates offer attractive
compensation for investors seeking yield in todays
market. Additionally, private credit markets offer a
wide and diverse set of opportunities for investment.
Sawvvy investors who are able to evaluate these
different markets and strategies have opportunities to
outperform. While some areas of private credit market
may be fairly priced there are certainly areas of the
market that offer attractive yields for the given risk
profile.

As we look further into 2025, our outlook for private
markets remains optimistic. We invite you to delve into
our comprehensive insights on how these
macroeconomic trends are poised to influence private
credit investments across the different segments of the
market.
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Global outlook

Market to pause
and reflect

“On entering 2025, we expected a recovery in global real estate :

markets to gain momentum. The tariffs have created new Fergus Hicks
uncertainty and will likely see a pause in transaction activity as Senior Real Estate Strategist
investors take stock. We still expect positive returns this year, but - Unified Global Alternatives

slightly lower and driven by income. Residential looks most
defensive and resilient.”



Tariffs blur the outlook for real estate

The ‘liberation day’ announcements on tariffs by US
president Donald Trump created significant uncertainty and
unpredictability across the global economy and financial
markets. The proposals would take tariffs to their highest
levels in 100 years and prompted the S&P 500 to fall 12%,
the tech heavy Nasdag to drop 13% and the FTSE EPRA
Nareit Developed Index of global listed real estate to fall
10%. Markets subsequently rallied strongly when Trump
announced a 90-day pause on reciprocal tariffs. In mid-
May the US and China announced a truce and scaled back
their bilateral tariffs significantly. Ultimately, the tariffs’
impact will depend upon how they affect occupier demand
and capital markets and heightened uncertainty remains.

The Fed paused US rate cuts in January to keep them in the
target range of 4.25-4.5%. The tariffs are set to push US
inflation higher, up from 2.4% in March, though the
US-China truce may prevent it from hitting 4% in the
coming months. Higher inflation could put the Fed in an
awkward position as it attempts to battle both slowing
growth and high inflation. Indeed, in mid-April it pushed
back against market expectations for multiple rate cuts.
Disinflation is still not fully taking hold in some countries
and inflation remains above target. Eurozone headline
inflation edged lower to 2.2% in March and, on the flash
estimate, remained at that rate in April. UK inflation also
edged down, to 2.6% in March from 2.8% in February.

Policy rate cuts across other markets continued in 1Q25.
The Bank of England cut rates by 25bps in February, held
rates steady in March, and then reduced them by another
25 bps at its next meeting in May. After its 25bps cut in
January, the ECB cut rates a further 25bps in both March
and April, taking its deposit rate to 2.25%. The Bank of
Japan raised rates to 0.5% in January, but kept them
steady in March and April, remaining cautious due to
uncertainty around US tariffs. However, we expect more
rate cuts across Europe, in line with market expectations
and as economic growth comes under pressure.

In 1Q25, eurozone GDP growth accelerated to 0.4% QoQ,
with expectations over tariffs having little impact. In the
US, on the other hand, GDP fell 0.3% on an annualized
basis, reflecting a surge in imports as businesses stockpiled
goods ahead of tariffs being implemented. South Korea, an
economy highly dependent on trade, also experienced
negative growth in 1Q25, with GDP falling 0.1% YoY and
0.2% QoQ, dragged down by exports and investment.
China surpassed expectations for a second quarter,
growing 5.3% YoY in 1Q25 and 1.4% QoQ. However,
growth forecasts have been downgraded across countries
to reflect the impact of the trade war. On the basis of the
latest information, we don’t expect a recession, but rather
an economic slowdown.

Data from MSCI showed that, after allowing for seasonal
effects, global transaction volumes slipped in 1Q25,
following a steady recovery in 2024. This likely reflects
uncertainty ahead of the implementation of tariffs and we
expect some pause in market activity as investors assess
their impact on real estate. According to MSCI data, global
investment volumes were down 2% YoY in USD terms.
Compared to 4Q24 investment volumes fell in the office,
residential, industrial and hotel sectors, while retail was the
only sector to see flat investment activity. Investment
volumes were cushioned by the Americas, where retail and
hotels respectively rose over the quarter, while APAC and
EMEA were weaker and volumes slipped back across nearly
all sectors.

Prior to ‘liberation day,” we thought that global real estate
values had bottomed in 3Q24 and upon entering the
period of tariff uncertainty, confidence in the market had
been building. According to data from CBRE, PMA and
NCREIF on yields and cap rates across 290 city-sectors
globally, yields fell in more markets than they rose in 1Q25,
down in 25% of markets. They rose in 6% and were flat in
the remainder. NCREIF reported US capital values flat QoQ
at the all property level, while in the UK MSCI data showed
them rising 0.4% QoQ (see Figure 1). On a total returns
basis, at the all property level, performance was positive in
both markets for a third successive quarter. We think that
the tariffs could see the recovery stall, or even generate
some renewed downward pressure on capital values.
Overall, we have lowered our expectations for global real
estate returns in 2025, but they remain positive, with
significant uncertainty over the outlook.

Figure 1: All property capital value growth
(local currency, % QoQ)
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Residential looks most defensive and resilient

The announcements on tariffs from the Trump
administration have created global trade tensions and
heightened policy uncertainty. One of the consequences of
the US policy shifts on the macro environment is an
upward revision in US inflation forecasts. In general, tariffs
result in a one-off rise in prices, though if inflation
expectations increase as a result, inflation can stay elevated
for longer.

In April, Trump enacted a 90-day pause on the harshest,
reciprocal tariffs and in mid-May the US and China
announced a 90-day truce, which will see the US’s new
tariffs on China slashed from 145% to 30% and those
from China on the US drop from 125% to 10%. The
remaining tariffs are expected to feed through to higher
good prices in the US over the coming months. If the truce
is enduring though, it may prevent US inflation from rising
above 4% this year, which it was widely expected to do
prior to the truce.

Inflation forecasts have been revised higher across regions,
and in April Oxford Economics’s forecast for the US for
2025 was over 1 percentage point higher than its January
forecast (see Figure 2). We expect the US forecasts to be
revised lower following the US-China truce. Higher
inflation will likely restrain the Fed's ability to cut rates in
the face of a slowing economy and could see other central
banks remain cautious too if they also see inflation rise.
We expect US rates to be stickier than in other regions and
that there will be a bifurcation in policy. The Fed is
expected to continue to hold off from rate cuts in the near
term, despite some pressure from Trump, whereas further
rate cuts are expected in Europe.

Source: MSCI; NCREIF; UBS Asset Management, May 2025. Past
performance is not a guarantee for future results.

Figure 2: Change in GDP growth and inflation
forecasts between Jan-25 and Apr-25 (percentage
points)
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Source: Oxford Economics; UBS Asset Management, May 2025.

Economic growth, a key driver of real estate occupier
demand, is also expected to be impacted by the tariffs,
with real income shocks and rising effective tariffs.
Compared to January, Oxford Economics’s April forecast
lowered US GDP growth for 2025 by 1.4 percentage
points, to 1.2% and China by 0.4 percentage points, to
4.1%. The short-term impacts of tariffs can already be
seen, with the US economy contracting 0.3% on an
annualized basis in 1Q25 due to greater imports. 2025
growth forecasts have been reduced globally, with weaker
demand expected.

For the advanced economies, Oxford Economics cut its
2025 GDP forecast by 0.8 percentage points to 1.1%,
driven by the US downgrade. The UK and eurozone
suffered smaller downgrades, of 0.1 percentage points and
0.3 percentage points respectively, with 2025 growth now
expected to be 1.1% for both (see Figure 2). The IMF also
reduced its global growth forecast, to 2.8% and 3% for
2025 and 2026, respectively, a cumulative downgrade of
around 0.8 percentage points relative to its January 2025
forecast. Despite this, global growth forecasts remain
above recession levels.

The tariffs will impact real estate markets via their effects
on economic growth and occupier demand, and also via
their impact on the path of interest rates and risk premia
for the asset class. They will also have indirect effects on
real estate markets, for example, via higher construction
costs and higher material prices, which could lead to delays
in development projects or stymie them altogether, which
could cushion rents. Moreover, the tariffs are likely to
impact different parts of the real estate market in different
ways, with some sectors more resilient and defensive than
others.

The recovery in real estate pricing, which was starting to
take hold, could see some stalling as the effects of the
tariffs feed through. We started to see the bottoming of
capital values in 3Q24, though capital value growth
forecasts have been revised slightly lower, with significant
uncertainty remaining. The outlook for capital values for
2025 is now weaker across regions and sectors, though we
think the residential sector should show greater resilience.
At the global all property level, we think that capital values
will now be pretty flat in 2025, leaving investors reliant on
rental income for returns. We think the office and
industrial sectors may show some small capital value
declines this year, with retail values pretty flat and
residential values showing a modest uplift.



Global commercial real estate sentiment has also been
affected by the uncertainty caused by the sharp shift in US
policy and the impact of higher for longer interest rates. US
volatility has caused some investors to seek a flight to
safety and turn their attention more closely to European
markets. Furthermore, the tariffs and economic outlook
have created a downturn in consumer confidence, which
may result in reduced consumer spending and could
compound a tariff-induced slowdown in global trade. We
think that lower trade volumes would impact logistics
around transport nodes, including ports, airports and land
borders and will likely weigh on rental growth and capital
appreciation. US coastal logistics, which will face the brunt
of the reduced international trade, looks more exposed,
and will likely see the greatest pressure on occupancy,
rents and property values.

Some logistics companies and related businesses are
pausing expansion for industrial property and delaying
decisions on new leases. However, in the short term,
businesses have been stockpiling to avoid future tariff
costs, which is driving temporary demand for warehouse
space and pushing some rents higher. Trade barriers may
encourage companies to shift manufacturing closer to
home, driving longer-term demand for domestic industrial
real estate. However, it may also cause trade diversion and
the rerouting of trade via countries with lower US tariffs,
particularly for Asia Pacific countries within reach of China,
such as Malaysia and Vietnam.

The attraction of the US as a destination for reshoring is
supported by favorable tax policies for domestic producers
from the Trump administration. Therefore, we may see a
rise in demand for US manufacturing space as the domestic
manufacturing sector is impacted by patterns of reshoring.
In Europe, we expect to see onshoring and nearshoring,
which could provide positive fundamentals for domestic
logistics. Indeed, as companies diversify their supply chains,
it may present new growth opportunities across Europe.
The European market will also likely be impacted as the
continent ramps up its defense spending, which is
expected to boost demand for logistics properties and
manufacturing facilities, though building up the European
defense industry will take time.

The office sector faces downside risks too due to weaker
business sentiment and as companies exercise caution
when considering expansion or relocation plans, often
putting them on hold. How defensive offices are depends
on the type of tenants. Class A offices with tenants that
are less vulnerable to economic changes will likely prove
more resilient as return-to-office mandates broaden. We
expect the pause by businesses to continue until they have
better visibility on where policy is headed, as uncertainty
leads to weaker business investment and hiring decisions.
Overall, we now think that office capital values will show a
small fall in 2025.

We already saw it as the weakest sector, strongly
bifurcated between the best, prime offices, which have
been in demand, aided by back-to-office mandates, and
the rest, which account for a large portion of office space.

In contrast, we think that the residential sector is less
exposed to the downside risks from the tariffs and is well
positioned to be resilient due to strong fundamentals.
Construction is likely to slow while demand holds strong
and we're increasingly optimistic on the sector. Indeed,
global residential investment activity showed a steady
recovery in 2024 (see Figure 3).

Figure 3: Global residential investment volumes
(seasonally adjusted, USD billion)
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After a choppy 2025 so far, we think that 2026 has the
potential to be more positive for real estate markets and
for capital value growth to rebound. Furthermore, other
policies from the Trump administration, including
deregulation within real estate development and tax cuts,
may provide a boost to the economy and provide a
tailwind for real estate occupier demand. Investors will
likely hold back on investments amid uncertainty, though
necessity-based asset classes are expected to outperform.

Moreover, real estate should provide protection against
higher inflation. Against this backdrop, we think that
investors should seek out the most resilient and defensive
sectors, where they may find attractive opportunities and
entry points. On the other hand, we think they should be
more cautious about sectors and investments that are most
exposed to the brunt of the tariffs. Above all, careful
underwriting and evaluation of all potential deals is critical
in this environment.

Source: MSCI; UBS Asset Management, May 2025. Past performance is
not a guarantee for future results.

Elevated mortgage rates in the US are sustaining demand
for rental apartments, supporting modest rental growth.
We still expect global residential capital values to grow by
around 2% this year.

Student accommodation outside of the US may also
benefit from a redirection of international student flows
away from US institutions towards other markets, such as
Australia and Europe. At the same time, some countries are
tightening student visa requirements, which could be a
drag on student numbers. Other, more defensive asset
classes include healthcare and life sciences, which are
underpinned by demographics drivers, sectors and needs
that are independent of the broader state of the economy.

Overall, uncertainty and unpredictability in policy make the
impact of the tariffs on real estate markets hard to
pinpoint. The uncertainty is weighing on business
confidence and despite recent progress in trade deal
negotiations, including the temporary reduction in
US-China tariff rates, the current deals are neither formal
nor permanent. The administration’s ability to make sharp
policy shifts has caused investors to act with caution.

Unlisted real estate sector performance outlook

Negative

Neutral Positive

Retail, residential,

us Office Industrial
hotel
Office, retail,
Canada industrial, Hotel
residential
France Residential Office Retail Industrial, hotel
Office, retail, )
Germany residential, hotel Industrial
Switzerland Oﬁ.'ce' rgta|l, Industrial
residential, hotel
UK Office Residential, hotel  Retail, industrial
Australia Office, industrial, Retail, residential
hotel
Japan Office, industrial Retail, residential,
hotel
Singapore Office, industrial, Retail

hotel

Source: Oxford Economics; UBS Asset Management, Global Real Assets, May 2025.
Note: Classifications refer to expected total returns after currency hedging over the period 2025-27 versus global all property. Classifications are not a

guarantee for future results.
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Furope outlook

A paradigm change,
or just noise?

"Real estate is a famously viscous asset class: it takes time to trade Olaf I\/Iargei rsson
real estate. This increases its illiquidity, but it also shields it from H
. . . ead of Real Estate,
short term market panics. Most real estate investors with a well- Research & Strategy — EMEA ex DACH

diversified portfolio enjoy restful nights while many equity investors
may find the urge to stay up late or wake up early to see what the
market on the other side of the world is doing.”



Keep calm and focus on asset and sector selection

Tariffs are no disaster for European real estate

The US administration, on 2 April, announced a new tariff
structure between the US and the rest of the world, levying
a 10% baseline tax on imports into the US with multiple
countries facing additional (called ‘reciprocal’) levies. The
tariffs’ level was higher than expected, causing volatility
across multiple markets. Many economies retaliated,
imposing tariffs on imports from the US. A week later

(9 April), the US administration introduced a 90-day pause
on the additional levies, with the aim of negotiating trade
conditions between the US and individual countries. The
10% minimum levy remained in place; however, China was
also excepted, effectively resulting in an import levy (tax)
of 145% on imports from China into the US. China has
retaliated with a tax of 125%.

There is, due to the ongoing trade negotiations,
considerable uncertainty regarding tariffs, including their
levels, timing, scope, exceptions, etc. Currently, countries
in Europe face the 10% import levy but this may change as
we edge closer to the 7 July deadline. Some agreements
have already been largely hammered out, e.g. between the
US and the UK.

Investing in direct real estate can be calming. As an
example, the immediate impact from tariff changes for
direct real estate investors in Europe is, in practical terms,
non-existent. The listed real estate market, which is more
subject to short-term behavioral factors, however, reacted
immediately. Key sectors’ total return performance
dropped by more than 10% in accumulated terms but that
decline has since reversed as the outlook for trade
negotiations improves (see Figure 1). Listed companies that
focus on investing in European industrial assets are flat in
terms of total return since the end of March. The
residential sector, however, is up more than 13% over the
same period — an important reason why is highlighted
later.

In the long run, however, additional tariffs, if they are
realized, are likely to shape the economy of Europe — and
with it, its direct real estate markets. For one, economic
growth is likely to suffer. The UK economy is e.g., expected
to grow by only 1.1% p.a. over the next three years, below
the 20-year average growth rate of 1.3%. The eurozone is
looking at a similar growth trend. Much of that depends
on access to energy though, and LNG imports from the US
may be a part of any EU-US trade deal.

Weaker economic growth is a problem for cyclical sectors
whose leasing demand depends on growing economic
activity. This includes the industrial and office sectors.

Retail and residential are also not immune to weaker
economic growth but the shortage of suitable stock is likely
to shield the sectors from slower growth. The impact for
direct real estate should therefore be considered in the
context of supply-demand within each sector and location.

An important aspect is also the fact that slower economic
growth is likely to push the Bank of England (BoE) and the
European Central Bank (ECB) to lower policy rates. This
would suppress risk-adjusted required returns for real
estate assets, increase debt availability and support capital
values. Indeed, we expect the BoE and the ECB to lower
rates to 3.75% and 1.75% respectively, by the end of this
year, as inflation should stay benign, being pushed
downward by weaker economy. 5-year swap rates are also
down for both the GBP (3.9%) and the EUR (2.2%) since
the beginning of April. It's this expected lower rate impact
that has caused the residential sector to outperform
amongst the listed real estate companies in Europe: the
sector is relatively low yielding on the asset level, with
lower rates bringing an important and outsized relief to
capital values in the sector compared to others.

Figure 1: Total return, European listed real estate
(index)
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Source: EPRA; Refinitiv, as of 2 May 2025.

Overall, direct real estate markets in Europe are relatively
shielded from higher tariffs between the US and Europe.
This makes the asset class as important as ever in terms of
building the optimal risk-adjusted portfolio.

Reconfirming its position in the portfolio

The downside protection of real estate

Repeatedly, the benefits of adding private investments,
including real estate, to portfolios have been highlighted.
Depending on the investment purpose, e.g. income
generation or capital preservation, and the investment
horizon, e.g. short- or long term, the allocation to private
markets can lie somewhere between 10-40% (The new
60:40 portfolio). In practice, it may well be higher for many
investors, e.g. if they own the home they live in. And from
a pure risk point of view, one could argue the allocation
should be even higher.

The allocation to real estate in a multi-asset portfolio is
often justified from the standpoint of modern portfolio
theory: maximizing the returns per unit of risk the portfolio
is exposed to. ‘Risk’ in this case is usually defined as the
annual standard deviation of the portfolio’s returns.

However, this has its downsides. The key issue is that
investors’ preferences are biased towards avoiding
downside risks, i.e. sharp drops in portfolio returns, while
upside risks, i.e. sharp increases in portfolio returns, are
welcomed. 'Risk’ defined as standard deviation of returns,
as per modern portfolio theory, does not consider this,

as both upside and downside swings affect the standard
deviation of returns in the same way.

Real estate is a famously viscous asset class: it takes time to
trade real estate. This increases its illiquidity, but it also
shields it from short-term market panics. Most real estate
investors with a well-diversified portfolio enjoy restful
nights while many equity investors may find the urge to
stay up late or wake up early to see what the market on
the other side of the world is doing. But fundamentals
matter, of course, and real estate goes through cycles like
any other asset class. The trick is to allocate enough funds
to the asset class to enjoy restful nights, while having
enough exposure to e.g., equities to enjoy the upside
potentials there as well. The combined cycles of the
underlying asset classes then merge into an overall
portfolio cycle. Liquidity needs must also be considered.

Therefore, let's consider the following case: an investor
must allocate capital between real estate, equities and
bonds while wishing to maximize the return per unit of
risk, where risk is defined as the maximum drawdown in
the portfolio returns. The investor also wants to have at
least 50% of the portfolio liquid within six months. That
means that the allocation to real estate is limited to 50%.
We consider quarterly data from 4Q07 to 4Q24 relying on
the total return of STOXX Europe 600, Bank of America
Euro Government Index and MSCI’s Europe Quarterly
Property Index, all denominated in EUR.

The outcome, ignoring potential fees, is shown in the
graph below (see Figure 2). The allocation to real estate is
50% (maxed), 13% to equities and 37% to bonds. The
annual total return is 4.2% with a maximum drawdown of
10.9% (in March 2009 and December 2023). In
comparison, the maximum drawdown for each asset class
over the period is 15.7%, 45.2% and 20.5% for real
estate, equities and bonds, respectively. Annual total
returns per asset class, in the same order, are 4.9%, 5.2%
and 2.6%. A 60:40 equities/bond portfolio has a max
drawdown of 26.6% and an annual total return of 4.5%.
Many investors would sacrifice a 0.3% p.a. total return if
they must only suffer a 10.9% drawdown instead of
26.6%.

One point to note: using modern portfolio theory, i.e. risk
defined as standard deviation of returns, leads us to a
50%/3%/47 % real estate/equities/bonds portfolio. Its
maximum drawdown is 12.5% and annual returns 3.9%,
i.e., underperforming the portfolio based on maximum
drawdown. However, the returns per unit of risk are higher
because a sharp increase in equity returns (such as in 2021)
is interpreted as ‘risky’ — they increase the standard
deviation of returns — even if the returns are positive.

So, when constructing your portfolio, make sure you
consider what ‘risk’ really means.

Figure 2: Annual return of model portfolio with 50%
allocation (%)
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Source: Refinitiv, UBS Asset Management. May 2025. Past performance
is not a guarantee for future results.

Every investor must accept some illiquidity if the decision is
made to invest in private real estate. Many do so when
they invest in the home they live in, often lacking the
capital to invest further in real estate. But for investors with
the firepower to do so, real estate can provide the
downside protection that allows them to sleep at night.
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More markets are showing yields falling than rising

The trough in capital values is here

Real estate is famously cyclical and prone to over- and
underreacting due to latency in its responses to signals
coming from the demand side. The key question,
therefore, is: where are we in the cycle?

We've already entered positive territory in terms of
all-property capital value development. As of December
2024, annual capital growth on the all-property level
turned positive (0.2%), having been negative since
December 2022 (see Figure 3). The residential sector
(2.7% annual capital growth as of December 2024)
outperformed other sectors, followed by industrial (1.4%)
and hotels (0.4%). The retail sector was flat (0.0%) while
offices (-1.9%) continued to see their values drop.

The distribution of those yield drops is also not limited to a
specific sector: since year end 2023, 23% of industrial
markets have seen yields decline, while 38% of office
markets have seen their yields drop (see Figure 4). In fact,
no other sector has seen so many, in relative terms,
markets experience yield drops since 2023, but the
residential sector is close with 35% of its markets seeing
yields drop. Perhaps not surprisingly, given the bifurcation
in the office market in terms of leasing demand (a topic we
have repeatedly covered in the past), the office sector also
ranks at the top in terms of share of markets where yields
are rising (see Figure 4). Truly, sector and asset selection
has seldom, if ever, been so important.

Figure 3: Europe, annual capital growth by driver (%)
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Figure 4: Europe, no. and share of markets by yield
movements since year-end 2023

Keep an eye on Europe’s demographics

Retail is staging a comeback

The fact that the residential sector came out on top in
terms of capital growth in 2024 should not surprise
anyone. From a leasing market perspective, the sector is
under constant pressure from the demand side with
inadequate supply. Consequently, rental growth has been
strong across the region, with annual market rental value
growth hitting 6.4% as of December 2024. The pace of
rental increases in the residentials sector is now faster than
in the industrial sector (see Figure 5).

Sector Yield drops  Stable yields Yield rises
Hotel 27 43 9
Industrial 20 30 23
Office 46 28 46
Residential 28 29 22
Retail 78 115 40
Hotel 34% 54% 1%
Industrial 27% A1% 32%
Office 38% 23% 38%
Residential 35% 37% 28%
Retail 33% 49% 17%

Source: MSCI; Refinitiv, as of May 2025.

In light of the challenges the European economy faces, it's
natural to doubt that this development can continue to
improve. However, we're not seeing negative pressures on
capital values — rather the opposite, at least for high-quality
assets.

The key reason why is very simple: interest rates and their
development. Looking at how spreads have developed,
we're increasingly confident that pricing at its current level
is in “fair’ territory. Z-scores of yield spreads crossed into
that territory around beginning of 2024, depending on the
sector, and since then, yields have been predominantly

(in 75% of available markets) stable or dropping. In fact,
out of the ca. 600 markets we follow in terms of yields
across Europe, a third has seen yields drop since year-end
2023, while a quarter has seen yields rise.

Source: CBRE; UBS Asset Management, as of April 2025.

In this context, it's important to note that investment
volume has begun to increase. MSCI reports that as of
1Q25, annual investment volume was EUR 213.9 billion, up
17% YoY. The residential sector, for the first time, topped
the ranking in terms of investment volume with EUR 47
billion after an annual increase of 33%.

Furthermore, debt costs have dropped adequately to make
the impact of leverage positive again at the income level
for some assets. All-in costs on a well-leased prime office in
the eurozone are around 4.0%, down nearly a percentage
point over the last year. Meanwhile, prime Paris CBD
offices are now trading close to 4.25%.

We've previously highlighted in one of our focus articles on
the UK that significant yield compressions in the near
future are unlikely. Despite the current outlook for lower
policy rates, we see no reason to change this opinion of
ours. Yes, yield spreads are likely to support pricing, but
economic uncertainty weighs on the outlook, dampening
our expectations for yield compression.

Figure 5: Europe, annual rental growth by sector (%)
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Source: MSCI; Refinitiv, as of May 2025.

It's also worth highlighting the recovery in retail. In Europe
as a whole, annual rental growth in the sector was 2.2% in
2024. That's the highest nominal rental growth the sector
has seen since at least 2008. Rental growth in the sector
has now increased for 16 consecutive quarters. Another
point to highlight, is the fact that vacancy rates in retail
warehouses in the UK have dropped to 3.2%, their lowest
on record. Rents for this part of the market are up 2.1%
YoY as of December 2024, at its highest since the summer
of 2007. The same can be said about shopping malls,
which saw their rents grow by 2.6% YoY as of December.

The recovery in retail is a good reminder of the cyclical
nature of real estate markets. Retail had been largely
ignored by investors since ca. 2017/2018, when the first
signs of structural difficulties and the impact of fierce
competition with the logistics sector (e-commerce) began
to emerge. Now, the survivors in the sector have stabilized,
with redundant retail space largely purged from the
market. Consequently, rents are rising anew as supply and
demand are in better balance than before.

Demographic shifts are coming, prepare accordingly
Offices are the next sector to undergo the cleansing
process that retail has now endured. The sector continues
to display the bifurcation trend that has been evident since
2020, despite some temporary rebound in office presence.

Fundamentally, the long-term issue that the sector faces is
demographics. According to the United Nations, over the
next 25 years, the population of 15-64 years olds in Europe
will drop by ca. 13%. That means we'll have fewer
working-age people to go to the office than today. There is
a high probability that we're close to, or already at, the
peak in terms of total stock of offices in multiple cities in
Europe.

In the meantime, the office leasing demand that is in place
flows towards ‘prime’ assets in ‘prime’ locations, where
employees can find restaurants, cafés, entertainment and
easy access to public transportation hubs. As a result,
prime rents are rising, up more than 5% YoY as of 1Q25 in
nearly 20 key European cities, including Brussels (6.7%),
Prague (7.1%), Helsinki (14.0%), Paris (12.2%), Munich
(11.5%), Milan (7.1%) and London (9.7 %).

One point worth mentioning regarding Europe’s
demographic profile: over the next 25 years, the
population aged 65 and older is expected to increase by ca.
50 million from ca. 150 million to 200 million individuals.
For comparison, the total population of Spain is ca. 49
million.

The investment implications of this demographic change
are profound. Many of these individuals, given current
supply, will not be able to find a fitting residential unit for
themselves and possibly their partner. The demand for one-
and two-bedroom residential units that are old-age friendly
is set to increase substantially over the next 25 years. Given
how little attention this market segment has received, and
the lead time in planning and building those units, many
investors should seriously consider their allocation to this
part of the real estate market.

Another often under-allocated segment is life sciences real
estate (LSRE). Europe will need to build more LSRE assets in
the next 5-10 years to meet the demand for healthcare
services and outputs, including medicine, that 50 million
more individuals will be looking for. The expiration of drug
patents before 2030 is also edging closer, making the mid-
term demand for labs and other LSRE assets for the
pharmaceutical industry relatively robust. Trade
reorganization is likely to affect selected parts of the
European LSRE leasing market, especially in Ireland (a hub
of exports to the US), but the mid- and long-term trends
are surely pushing demand upwards.
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Demand for real estate increases

Swiss economy shows solid performance in 2024
Despite the global choppy waters, the Swiss economy was
remarkably resilient in 2024, growing by 0.9%." The weak
foreign trade, which negatively affects the manufacturing
sector, was offset by above-average growth in private
consumption and thus strong domestic demand. However,
the labor market cooled over the course of 2024 from
previously high levels. After robust employment growth in
2023, the increase of 40,800 FTEs in 2024 flattened and
fell short of the 10-year average. The unemployment rate
rose from 2.4% in March 2024 to 2.9% in March 2025,
particularly driven by job losses in manufacturing.

After a brief optimistic start to the year, the US
government's high tariffs announced on 2 April and
subsequent fluctuating announcements quickly dampened
economic sentiment. The Swiss export industry would be
significantly impacted by the announced tariffs. Should
negotiations fail, exports to the US will face 31% tariffs
starting in July 2025, initially exempting pharmaceutical
products. In the short term, these tariffs are expected to
have a limited direct effect on the Swiss economy,
especially if pharmaceuticals, which make up the largest
share of exports to the US, remain exempt. The greater
concern is that uncertainty may deter company
investments, potentially dampening global growth
prospects. Compared to our earlier forecast of 1.5%
growth at the beginning of the year, we now anticipate
Swiss GDP growth of 1% in 2025.1

Despite the particularly high tariffs on Swiss products, the
Swiss franc (CHF) has appreciated substantially. This
significantly increases the risk of inflation rate turning
negative in Switzerland. In April, headline inflation fell to
0.0%. While some of the CHF appreciation may already be
reflected, the full effect will likely take a couple of months
to fully emerge. This development therefore justifies further
monetary policy easing by the SNB in the form of interest
rate cuts. We've revised our previous forecast, that the SNB
would keep the interest rate at 0.25%, and now anticipate
another 0.25 percentage point cut to 0% in June, with
risks tilted towards negative interest rates. Swiss
government bond yields have dropped significantly, due to
reduced growth expectations and increased uncertainties
following the US tariff announcements.

1 The mentioned GDP figures are adjusted for sporting events.
International sports organizations such as FIFA, UEFA and the IOC have
their headquarters in Switzerland. The license income recorded in
connection with major sport events is recognized as value added in the
entertainment sector.
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Attractiveness of real estate investments increased
The SNB's interest rate cut of a total of 150 basis points
since March 2024 has already spurred greater interest in
real estate investments (see our Outlook 1H25). Recent
market movements are likely to further boost demand for
Swiss real estate. After reaching a low of 15 basis points in
4Q22, the risk premium on Swiss direct real estate
investments rose again to 180 basis points in 4Q24. The
increased attractiveness is also evident in capital market
transactions. After low momentum in 2022 and 2023,
volumes increased significantly in 2024, surpassing the
CHF 4 billion mark again. In the first four months of 2025,
CHF 1.8 billion was raised and another CHF 700 million
was announced (see Figure 1).

Rental housing market with a lot of tailwind

Although net immigration declined slightly in 2024
compared to the record year of 2023, it reached 83,400,
marking the third-highest level in the past 25 years,
following 2008 and 2023. This growth means that
Switzerland's permanent population has increased by
around 375,000 people over the past five years. In the first
three months of this year, net migration was 20,800,
remaining at about the same level as last year

(see Figure 2).

Figure 1: Capital market transactions (debt and
equity) on the Swiss real estate investment market
(CHF million)
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Figure 2: Net migration in Switzerland (total,
permanent population)
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According to figures from W(est Partner, asking rents rose
by an average of 4.7% in Switzerland in 2024, which is a
record high for the past 25 years. This increase was also
facilitated by the two reference interest rate hikes in 2023
that were reflected in in-contract rents in 2024. In 2024,
the reference interest rate, and thus in-contract rents,
remained constant. Due to the high proportion of fixed-
rate mortgages in Switzerland, the decline in mortgage
interest rates over the course of 2024 showed with a
certain delay but became apparent in the reference interest
rate published on 3 March 2025. As the underlying
average mortgage rate dropped from 1.63% to 1.52%,
the reference interest rate was lowered from 1.75% to
1.5% (see Figure 3).

As a result, in-contract rents that were at the reference rate
of 1.75% are likely to decrease again in the summer of
2025. From this point forward, we expect a sideways
movement. Asking rents, on the other hand, continued to
rise in 1Q25, although the YoY increase of 2.3% is slightly
weaker than in 2024.

Source: J Safra Sarasin; UBS Asset Management, May 2025. Last data
point: 2 May 2025.

Besides the positive outlook for real estate investments due
to lower interest rates, the defensive characteristics of real
estate are becoming more prominent in the current volatile
environment. Over the past 25 years, Swiss real estate
funds have achieved an average return of 5.5%, just

90 basis points below Swiss equities. However, due to the
high share of rental income in total returns, their volatility
is significantly lower, driving the demand for real estate,
especially in more turbulent times. This is particularly true
for the residential segment, which is fundamentally strong
in Switzerland and largely unaffected by any economic
uncertainty arising from the current tariff development.

Given the moderate size of the Swiss economy, the value added generated
by these sporting events is a noticeable quantity in the national accounts.
Major sporting events usually take place every two years and only in certain
quarters, leading to fluctuations in annual and quarterly gross domestic
product (GDP). In order to make GDP rates comparable over the years, the
State Secretariat for Economic Affairs (SECO) publishes sport-adjusted GDP.

Source: State Secretariat for Migration; UBS Asset Management; May
2025; Last data point: March 2025; * 2025: Jan-Mar + extrapolation
(dotted).

Despite the strong increase in demand, construction
activity remains subdued, even though there was some
improvement in 2024 due to interest rate cuts, better
financing conditions, and the stabilization of construction
prices. From 44,000 building applications at the low point
at the end of 2022, the annual total rose to 49,000 in the
first quarter of 2025. The number of approvals has also
increased compared to the low point in 2023 but remains
significantly below the long-term average. The widening
gap between building applications and building permits
likely indicates the increasing duration and complexity of
approval processes. This means that construction activity
and the completion of additional living space will remain
subdued for some time, and price dynamics in the rental
market are expected to stay strong.

Figure 3: Reference interest rate and underlying
average mortgage rates (%)
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Commercial real estate stable despite headwinds

Despite the expected economic slowdown posing a
challenge for the commercial market, the Swiss real estate
market finds itself in a favorable position, having
maintained stable conditions up until now, despite the
turbulences over the last five years.

While remote work and a sluggish global economy have
impacted office markets worldwide, office vacancies have
also risen in Switzerland. From 2019 to 2024, the average
supply rate in the five major centers increased from 4.1%
to 5%. This relatively moderate increase, in international
comparison, is due to strong employment growth
generating additional office demand in Swiss cities. Despite
a significant slowdown compared to 2023, around 40,800
full-time equivalents were added in 2024 (see Figure 4).

Figure 4: Employment growth (FTEs)
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Retail spaces have faced significant challenges from online
shopping over the past decade, compounded by low
consumer confidence in recent years. As consumer
sentiment saw a slight uptick from very low levels and real
wages got a boost from easing inflation in 2024, retail
sales experienced a modest recovery. Following declining
sales volumes in 2022 and 2023, a real-term increase of
1.4% was recorded in 2024.

Consequently, rents for retail spaces are also rebounding,
with asking rents rising by 2.9% quarter-on-quarter in
1Q25 (see Figure 5). Properties anchored by food retailers
have benefitted the most due to positive developments in
the food segment.

However, consumer sentiment fell significantly again in
1Q25, as high uncertainty affected the outlook. Despite
this, we expect private consumption to remain stable in
Switzerland. Given its domestic market focus, Swiss retail
should be less exposed to global disruptions and continue
its recovery.

Figure 5: Asking rents growth for retail space (%,
QoQ)
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Positive value growth as interest rates decrease

The Swiss hotel industry has defied the gloomy consumer
sentiment both domestically and internationally, achieving
another record year for overnight stays in 2024 - totaling
42.6 million (see Figure 6) — despite the strong Swiss franc.
In the first three months of 2025, results matched those of
the previous year. The recovery observed since the onset of
the pandemic is broad-based. Contrary to many concerns,
the hotel industry in city centers is thriving and setting new
records. Although the USD depreciated significantly against
the Swiss franc, potentially affecting arrivals from US
tourists, who accounted for 8% of overnight stays in 2024,
strong domestic tourism and major events like the ESC in
Basel and UEFA Women's EURO suggest another robust
year for Swiss hotels.

Figure 6: Number of overnight stays in the Swiss
hotel industry (million)
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Yield forecasts: upturn from interest rate cuts
Globally, real estate markets have experienced significant
value corrections during the interest rate hike cycle. In
Switzerland, the corrections in 2023 were relatively
moderate. In 2024, the market as a whole recorded
positive performance again, buoyed particularly by the
residential market, which represents almost 0.5 of the
Swiss index and saw capital growth of 1.8%. Offices
appreciated slightly at 0.2%, while retail space grew by
0.6%. Logistics properties still registered slight depreciation
in values of 0.2%, whereas hotel values, supported by
above-average rental income growth in cities, increased by
2.2%.

The interest rate cuts have significantly boosted demand
for real estate once again. We expect capital values to rise
by around 1.6% in 2025 due to continued positive rental
growth prospects in the residential segment and high
demand given its low cyclical dependence and
defensiveness. In the commercial segment, performance is
expected to be more subdued due to the threat of an
economic slowdown. These pressures make commercial
properties with long-term leases more favorable, especially
those with tenants focused on the domestic market and
less growth-sensitive sectors.

Source: SECO, last data point: 4Q24.

The uncertainty caused by the pandemic-related shift to
remote work seems to be decreasing. According to the
W(est Partner Office Space Barometer, Swiss companies
do not expect further increases in home office hours.

On the contrary, more and more large companies are now
enforcing ‘return-to-office mandates.” The increased
demand for quality and location is likely to persist, favoring
very well-located, central, high-quality properties. Flexible
concepts also remain popular. Sustainability is becoming
increasingly important in renting, especially for larger
companies. While demand for high-quality space has
driven up prime rents over the past three years, average
rents are also showing signs of recovery, with YoY growth
of 3.4% in 1Q25.
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Source: Wuest Partner, last data point: 1Q25.

The logistics segment has been on the rise globally for
years and is gaining traction in Switzerland as well.
However, due to a high proportion of owner-occupancy, it
remains a niche market, although demand for space is
likely to keep growing. Alongside the continued growth of
online trade, increasing protectionism may also support the
domestic industrial and logistics sector as companies
enhance the resilience of their supply chains. Export-
oriented companies may face pressures, but with limited
modern rental supply, prime rents are expected to continue
to rise moderately.

Source: Federal Statistical Office, UBS Asset Management, May 2025; *
2025: Jan-Mar.

Figure 7: Total return all-property Switzerland (%,
p.a.)
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diversification will remain crucial, especially in an uncertain world.”



From assembly line to firing line

Trade war in Asia

On liberation day’, the US announced its most sweeping
tariff increases in over a century. While this affected much
of the world, Asia bore the brunt. From strategic rivals like
China to long-standing allies like South Korea and Japan,
countries across this region were hit with some of the
steepest tariffs. This marks a clear shift from decades of
trade liberalization and raises questions about what comes
next for the global economy.

To understand how we got here, it's worth recalling that
the US has been a chief architect of globalization,
leveraging its economic and military might to promote
democratic ideals and free market principles. After World
War I, it helped rebuild and develop countries, believing
that stable, open economies would lead to a more peaceful
and prosperous world. As part of this effort, the US
supported the rise of Asia, including China and Vietnam, to
become low-cost manufacturing hubs. This strategy
delivered affordable goods to the world and lifted millions
out of poverty. But it also led to persistent trade surpluses
in Asia, driven not just by exports but also high savings
rates. Now, under a renewed wave of economic
nationalism, especially under the Trump administration, the
US is forcefully challenging the very system it helped build.

This is not to say the approach is inherently right or wrong
as every country has the right to reassess its economic
strategy. However, shaking the long-established
foundation of global trade order in such an abrupt manner
is bound to trigger a sharp backlash. For the larger nations,
besides negative economic implications, their self-perceived
global image may also be at stake. China, as a case in
point, has responded forcefully with tit-for-tat escalations
and shows little willingness to back down from a fight.
The greatest concern is that this could spiral beyond trade
into broader conflict, with unintended and potentially
catastrophic consequences.

That said, it's hard to determine the staying power of these
tariffs, especially given the unpredictability of the Trump
administration. There are already some signs of de-
escalation with conditional tariff pauses, even towards the
unrelenting China. That is good news, for now.
Nevertheless, the damage has already been done. Based on
official data releases so far for April, South Korean exports
with the US fell 7% YoY, while China’s manufacturing PMI
(-1.5pt) and Japan’s manufacturing future output index
(-3.3pt) fell significantly. On unofficial data, various sources
have also indicated a plunge in China-US shipping volume
in April. Beyond the trade weakness, we believe there may
also potentially be negative spillover into investment and
consumption activities in the near future.
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Assessing the full impact of this ‘trade war’ is challenging
partly due to the erratic policymaking. Moreover, the
economic repercussions extend beyond direct exposure to
US exports. A more significant concern, driven by the
complex web of global supply chains, is the indirect impact
stemming from a slowdown in global growth. As countries
export less to the US, they will most certainly also import
less from their trading partners, exacerbating the tariff
impact on overall trade. Take Australia, for instance, its
exports to the US accounted for only ~7% of its total
exports or 1.7% of its GDP. The impact may seem minimal
at first glance. However, given the sweeping coverage of
the US tariffs, Australia is also vulnerable to any
deceleration in China, its largest trading partner
(contributing ~33%), and other countries.

Given the chain reaction and far-reaching scale, evaluating
trade in totality would likely provide a more appropriate
risk gauge (see Figure 1). In the event of a global trade
downturn, the more open and trade-reliant economies are
expected to see a larger hit to GDP. This includes
Singapore, Hong Kong, Vietnam and South Korea.
Meanwhile, domestic-oriented countries will likely see
smaller impact. In the scenario of a more isolated trade
dispute, i.e. the US lifting its tariff on the world and
targeting solely on China, countries that have higher trade
exposure to China may be more vulnerable. Of course, this
is hardly the full picture. There will also be various other
factors that will come into play for the eventual economic
outcome, including, but not limited to, supply chain
reconfiguration as well as fiscal and monetary responses.

The cost of trade conflict

Slowest growth outlook in decades

IMF recently downgraded the GDP growth projection in
Asia by 0.5ppt in 2025 and 0.3ppt in 2026 (see Figure 2).
In this new set of forecasts, most countries are expected to
slow but avoid a recession. China is projected to slow from
5.0% in 2024 to 4.0% in 2025 and 2026. While this is not
too dissimilar from consensus, China’s outlook is likely to
be a contentious one given a big range of variables such as
tariff re-/de-escalation, fiscal stimulus and other market
forces. This is reflected in the unusually wide range of
Bloomberg consensus forecasts of 3.1-5.0% for 2025 by
67 forecasters. UBS Investment Bank estimated a GDP drag
of over 2 percentage points (ppt) in the scenario of 145%
US tariff but this was reduced to 1-1.5ppt based on the
recent de-escalation to 30% tariff.

Outside China, IMF's GDP downgrades broadly correlate
with the respective nation’s exposure to external trade.
Singapore, Hong Kong, Vietnam and South Korea are
expected to see a larger hit to GDP to the tune of 1ppt or
more. Australia and Japan would be more resilient at
slightly more than half a percentage point damage. On the
other end of the spectrum, India is forecasted to be among
the least affected and grow the fastest among Asian peers
at above 6% per annum.

Given the heightened uncertainty surrounding the US trade
policies, we believe macro forecasts are likely to face more
frequent revisions than usual in the near term. Therefore, a
basic understanding of each country’s sensitivity to global
trade is perhaps more crucial in this environment.

Figure 1: Goods exports as % of GDP (2024)
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Figure 2: IMF GDP growth forecasts (April 2025)
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More interest rate cuts could ensue

While the US tariffs are expected to be inflationary in the
US itself (supply shocks), it will potentially be a
disinflationary force for the rest of the world due to softer
demand, in the absence of meaningful retaliatory
measures. In APAC, the risk of goods dumping could also
exacerbate price pressure. Before the US tariff, disinflation
was already well in advance and within the desired range
across most countries. Any further downward pressure on
prices is likely to accelerate interest rate cuts, a silver lining
for income-focused investors, particularly those in real
estate and bonds. The key question, however, is: to what
extent?

Several central banks, including India, Thailand and the
Philippines have jumped on the opportunity with a 25bps
cut recently. However, Oxford Economics thinks the
window for Asian central banks to cut their policy rates is
small. Much will also depend on the health of the USD,
which has been weak since the ’liberation day’. The market
is currently pricing in 75bps rate cuts in the US this year. In
the event of fewer cuts, a strong USD may pose a restraint
to central bankers in this region.

So far, APAC forecasters have added only ~1 additional
rate cut compared to pre-'liberation day’ baseline. The
trajectory of ‘high-for-longer’ is not expected to change
materially, at least for now. It's likely also a result of limited
data guidance. This could evolve over the course of the
year depending on the development of the trade and
macro outlook.

South Korea stands out as one of the more dovish ones,
having already delivered 75bps in cuts since peak. Oxford
Economics expects another 75bps of easing to 2.0% by
end-2025. Australia began its easing cycle late in February
with the market now expecting 3-4 more cuts for the rest
of the year. Meanwhile, in Japan, consensus has largely
pushed back their rate hike expectations but is divided on
when the next hike will be. UBS Investment Bank is among
the most dovish and forecast policy rates to stay flat at
0.5% until mid-2026 (mid-2027 before the US-China de-
escalation announced on 12 May), while Bloomberg
consensus is still expecting at least one hike in 2H25. In the
past two years, we've been optimistic for Japan's outlook
of a renewed inflation era. We now believe the US tariffs
could play spoilsport and potentially delay our thesis in the
near term. To be clear, we think Japan’s economic
normalization will continue, but take longer. We don't
think the shock is huge enough to bring back deflation.
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Shelter from the trade storm

So far in 2025

The real estate transaction market in APAC started 2025
on a positive note. Volumes grew 20% YoY to USD 36.3bn
in 1Q25, according to JLL's Capital Tracker (see Figure 3).
Australia and South Korea continued to recover and grew
30% and 58% YoY, as investment yield spreads have
improved meaningfully. Despite higher interest rates, Japan
rose 20% led by foreign investors, indicating optimism on
the inflation story. In China, activity remained muted
(-33%) despite the recent recovery in listed market
sentiment.

Cap rates were mostly flat to lower in 1Q25, except for
Melbourne office, China and Hong Kong. The rise in the
US 10-year Treasury yield, after the tariff announcements,
caused some concerns initially. However, the movements in
APAC bond markets have so far been benign with 10-year
yields largely flat to lower. Most notably, Japan’s
government bond yield fell sharply by 30bps from the peak
to 1.26% as of 5 May.

The occupier market was mixed in the first quarter. China
and Hong Kong remained soft across almost all sectors.
Outside these countries, leasing activity generally improved
for the retail and office sectors with positive rental growth.
Logistics picked up slightly after several quarters of
softness. However, rental decline extended to more
markets as new supply caught up. Leasing sentiment for
this sector is also more vulnerable to global trade
uncertainty.

Figure 3: APAC transaction volume (USD billion)
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The road ahead

In our December 2024 publication, we noted a brighter
path ahead for APAC real estate given a resilient macro
backdrop, a favorable interest rate outlook and a
bottoming out of capital values. This largely played out in
1Q25. Looking ahead, however, with the global trade
order at risk, we think the increased uncertainty and
market volatility are likely to temper investor confidence in
the short term. Nevertheless, given massive repricing in the
last two years (ex-Japan) and a potentially lower interest
rate trajectory, we think any downside from here should be
limited, barring an escalation in trade tensions or a severe
economic recession. In our base case, we now expect a
slower recovery in both transaction activity and investment
returns.

Nevertheless, we think the recovery is less likely to be
broad-based as the impact of a global trade slowdown
varies across different sectors. Logistics is the most directly
vulnerable to a trade slowdown, especially those assets
located at port locations. This is followed by offices as an
economic slowdown affects employment, space demand
and corporate budgets. Retail is likely third in line as
consumers curb spending with high-street and downtown
assets underperforming neighborhood / suburban malls.
Meanwhile, the residential sector would be the most
defensive as historically demonstrated through the cycles.
Geographically, Japan and Australia are likely better
positioned economically, amidst the US tariffs, vis-a-vis
other investible markets in Asia.

From an investment perspective, Japan offers stability, high
yield spread and appealing cash-on-cash return. The
potential delay in the BoJ's rate hikes may also provide a
relief to earlier cap rate concerns. Meanwhile, Australia
also has its own allures — significantly repriced valuations,
strong population growth and supply constraints.

Japan - a good shelter

For a country that has seen interest rates and bond yields
surging to the highest in almost two decades, Japan’s real
estate sure has held up exceptionally well. Despite the
earlier expectations of further rate hikes, investors were still
unfazed and continued deploying more capital each year.
Capital values are still rising and cap rates remain steady as
a rock. Its wide yield spread and cheap currency are
compelling reasons. Fundamentally, its rental outlook has
also been stronger than it has been in a long while.

Almost all sectors, excluding logistics, are delivering strong
rental growth. Tokyo's office demand is almost unrivalled
in today's world with 2023-24 demand trending at double
the pace of its prior decade. Prime rents have rebounded
8% from its trough in 2023 and PMA forecasts further
uplift of 7% p.a. over the next three years, bringing it close
to the peak just before the Global Financial Crisis period.

Meanwhile, the rents for high-street retail and average
daily rates for hotels are also soaring to new heights thanks
to the tourism boom. Even in the residential sector, where
low but steady growth profile was a norm for decades,
rental growth in Tokyo shot up to 6.1% YoY in 4Q24.

This is a drastic shift for the country. Before the recent bout
of inflation, many people in Japan had probably forgotten
how an inflationary environment felt like three decades
ago. One in four people that grew up in Japan, or those
below 30 years old, had probably not even experienced
noticeable price increases in their lifetime. The long-
ingrained deflationary mindset and habit, of the people
and businesses, will have to change to thrive in this new
environment, for the better or worse. For investors, this
means renewed dynamism for the economy and optimism
on growth. Who knew the pandemic would herald such
generational change?

For now, the potential global trade slowdown is not
expected to terminate this normalization. Instead, it may
slow the process — by how much is anybody’s guess and
depends on how the external environment shapes up in
the immediate future. We think the residential sector
(multifamily) is the best positioned in this environment and
has historically demonstrated low volatility in rents

(see Figure 4) and occupancies through the economic
cycles. There is also optionality on growth led by rising
wages. Office has recently garnered more interests due to
its early stage of upcycle but this sector has historically
been more sensitive to economic cycles. Its lower cap rates
may also make it more sensitive to interest-rate movements
when the BoJ eventually resumes its policy normalization.
While logistics holds promise for the long-term, its near-
term fundamentals are dicey given the trade concerns and
pockets of oversupply in Greater Tokyo.

Figure 4: Tokyo rental growth by sector (%, YoY)
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Source: PMA, May 2025. Past performance is not a guarantee for
future results.

Australia - emerging opportunities

Office "down under’ has probably been one of the most
unloved sectors in the last few years given its sticky work-
from-home trend. Its vacancy rates are also among the
highest in this region excluding China. The potential
economic slowdown ahead is not good news for this
historically cyclical sector, but it could also trigger urgency
for workers to return to office as job security comes into
doubt. It remains to be seen which of these will be a bigger
driving force for the leasing direction. Usually, it's quite
unlikely for bosses to sign off on space expansion when the
outlook is uncertain, especially for larger companies.

Nevertheless, we think an investment case is emerging for
this battered sector after a massive repricing in the last few
years. That said, caution and selectiveness are still
warranted — there is nowhere else in Asia that features a
clearer bifurcation trend than Australia. So, focus on prime
quality and central core locations with stronger supply-
demand dynamics. Stay away from average quality,
secondary locations and weak cities to avoid leasing
headaches, as a broad-based recovery is not imminent.
Sydney is still the key gateway city where businesses want
to be located.

This year, net absorption for prime space in core locations
more than doubled both YoY and compared to 10-year
average. Net effective rent has grown for 11 consecutive
quarters and is almost back to its previous peak in 2019. In
Brisbane, the outlook is even rosier with higher cap rates at
~7%. Internal migration elevated the appeal of this state
and its future Olympics hosting in 2032 could also keep the
city busy for the next few years. The vacancy rates for
prime assets here is the lowest in the country at 8% and
net effective rent is running at 19% above 2019 levels. For
the next five years, PMA forecasts net effective rents to
grow at 5-6% p.a. for both cities.

We remain positive on the residential sector in Australia
given its persistent undersupply situation which is unlikely
to see any quick fix. Rental growth is slowing but still
expected to stay elevated at around mid-single digits in the
next few years. However, the build-to-rent sector is still
nascent with limited completed stocks and pricing
discovery, making it less accessible for core strategies. For
now, more investors are opting to acquire living exposure
through an alternative route in student accommodation,
which has seen several successes of late.

Strategic viewpoint

The sectors highlighted in this article are opportunities that
we think are relatively well positioned but by no means
exhaustive. Ultimately, we think a diversification strategy is
still crucial and likely to show its true benefits in this
increasingly uncertain macro environment. Being selective
on sectors is important as an overarching filter but it does
not mean ruling out deals that have attractive attributes at
the asset-specific level — such as value-add and
opportunistic angles in pricing, under-renting, plot ratio
optimization and area rejuvenation.
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The uncertainty drag

Uncertainty is high. Higher uncertainty translates to higher
risk. Investors will need to decide if and how much of a risk
premium they may now require, which typically causes the
market to pause and reassess. US real estate is likely in one
of those reassessment phases right now, hoping to buy
itself enough time for de-escalation of trade
disagreements. In the meantime, transaction volume is
probably not going to reach the highs we were hoping for
in 2025. Leasing velocity may also be slower in 2025 than
forecasters had hoped. Yet, real estate markets are in a
good position with supply growth subsiding and staying
low. Demand may be strong enough to weather some
weakness.

As investors adjust to changing market conditions and debt
markets thaw, buyers should find more opportunity to get

deals funded. Despite some interest rate volatility, Treasury
rates ended the first quarter below where they started, and
lenders have fresh capital to put out in 2025.

Figure 1: NCREIF property sector total returns (ODCE
properties, quarterly total return, %)
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Source: NCREIF Property Index filtered for Open-End Diversified Core Equity
(ODCE) properties as of March 2025. Past performance is not a
guarantee for future results.

After a 40% increase year-over-year in the fourth quarter,
1Q25 transactions volume was 10% above 1Q24 at

USD 98 billion. In 1Q25, real estate returns rose across the
board (see Figure 1), marking the first quarter of
unanimous good news since 2022. Increased debt
availability and slowing construction pipelines should help
create some optimism among real estate investors this
year, despite the cloud of economic uncertainty.

Prices are still more attractive than they were at the peak
three years ago, and for investors who are able to take a
longer-term view, 2025 may still be a good reentry point
for the real estate market. Slowing construction pipelines
should tilt lingering supply-demand imbalances in

landlords’ favor over the next several years (see Figure 2).
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When demand outpaces supply, rents should rise across
sectors. Ultimately, prospects for rising rents and growing
investment income will help unthaw real estate capital
markets.

Uncertainty clouds economic expectations

The US economy shrank by an annualized 0.3% during the
first quarter of 2025, its first contraction since 1Q22. This
decline was largely driven by a record trade deficit, as
businesses stocked up on imports ahead of the anticipated
tariffs. The surge in imports reduced GDP by 4.8%.
Consumer spending, which makes up approximately two-
thirds of GDP, moderated to a 1.8% increase. Business
investment stayed strong, primarily due to companies
temporarily stockpiling inventory to avoid higher costs from
tariffs. Although the US economy contracted during the
first quarter, the labor market remained solid. Monthly
nonfarm payrolls averaged 132,000 during the first quarter
and recently came in above consensus at 177,000 in April.
The unemployment rate was unchanged at 4.2%.

Fed’s Next Moves

The US economic outlook has become increasingly
uncertain, as escalating geopolitical tensions disrupt trade,
fuel market volatility and cause inflationary pressures. The
Fed has taken a more cautious approach to policy decisions
in light of these growing uncertainties. During the latest
meeting in May, the Federal Open Market Committee
(FOMC) decided to maintain the federal funds rate at
4.25% to 4.5%, as they wait for clearer signals on how
inflation, unemployment and economic activity are shifting.

One of the key metrics the Fed monitors to gauge inflation
is the core Personal Consumption Expenditures Price index
(PCE), which although moderated to 2.6% in March, is
expected to pick up as retailers raise prices to offset higher
costs driven by import tariffs. Between the macro
economy and inflation data, FOMC members are projecting
a median of two rate cuts by the end of 2025. All else
equal, the impact of lower interest rates will improve
values, as the cost of borrowing becomes less expensive.

Expectations for 2025

Over the course of 2025, we expect growth to continue to
moderate. Higher US tariffs and increased uncertainty will
likely put pressure on GDP growth in the second quarter.
However, an improved trade deficit will partially offset
some of this drag. The trade deficit's projected to improve
in the second quarter, due to an expected steep decline in
imports after their recent sharp surge. Although the level
and duration of tariffs remain uncertain, markets are
anticipating a partial rollback of tariffs, similar to the recent
adjustment made with the UK Moody's Analytics expects
GDP to grow by an annualized 1.3% in 2025, a notable
slowdown from 2024's 2.8% growth. However, the effects
of tariffs will continue to be a key factor in shaping future
economic expectations.

Easing supply pipelines

The apartment sector

US apartment demand outpaced completions during 1Q25,

as markets moved beyond the peak of the recent supply
surge (see Figure 2). At a little over 70,000 units delivered,
first quarter completions were 47% below 3Q24's peak.
During this period, just over 100,000 units were absorbed,
driving vacancy down. The vacancy rate fell 20bps over the
quarter to 4.8%, the lowest level since 2Q22. Despite
tighter market conditions, rents increased marginally by
only 0.9% YoY.

Transaction volume for the quarter was 35.5% higher than
1Q24 levels, suggesting that buyers are taking advantage
of the possibility of acquiring at a discount despite
economic uncertainties. The ODCE NPI apartment sector
delivered an annual total unlevered return of 4.0% in the
year ending March 2025.

The industrial sector

Industrial demand continued to soften in 1Q25, with
postponed expansion plans amid economic uncertainty
contributing to the slowdown. Although completions
outpaced demand during the quarter, the pace of new
deliveries slowed significantly — down 51.7% from 2Q24’s
peak. Availability increased 30bps over the quarter to
8.9%, the highest national availability rate since 3Q15.
Industrial rents were flat year-over-year, as elevated
availability weighed on rental increases.

Despite softening fundamentals, transaction activity picked
up slightly. Transaction volume for the quarter was 24.4%
higher than 1Q24 levels. Industrial values rose for the third
consecutive quarter, contributing to an ODCE NPI annual
total unlevered return of 4.1% in the year ending March
2025.

The office sector

At the end of 2024 we warned that, " Office fundamentals
improved for the first time in three years, but the sector is
far from recovery.” Unfortunately, a decline in tenant
demand during 1Q25 proved this point. Downtown Class
A properties marked the only subsector with positive
demand, while Suburban locations and mid-to-low quality
office buildings struggled. For the fifth consecutive quarter,
office vacancy hovered near 19.0% nationally, supported
mainly by slowing supply growth. During 1Q25, two
million sqgft of office delivered in the US, representing the
lowest level of new supply since 2011.

Transaction activity was mixed. Sellers lost momentum in
suburban locations with transactions down 33% over the
year. However, downtown office transactions increased
25% during the same period. For the first time since 2Q22,
the NPI ODCE Office return was positive, increasing by
1.1% during the quarter, bringing the one-year total return
to —1.7%. While the worst of the downturn may be over
for the office sector, a return to pre-pandemic performance
will likely take many years.

The retail sector

Retail outperformed other major 