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FIGURE 1
European prime office rental index
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EUROPEAN OUTLOOK

The European investment market slowed in Q1
2016, but the majority of office occupier markets saw

increased take-up.

A total of €37.4 billion was invested in
European commercial property in Q1
2016, a 36.9% decrease compared

with Q1 2015. This was the largest
year-on-year fall in activity since Q3
2009, and brought an abrupt end to the
recent run of rising investment volumes.
Nonetheless, the Q1 volume was enough
to make it the second strongest opening
quarter of the post-global financial crisis
era, beaten only by 2015.

The fall in investment activity reflects
growing concern among investors over
a range of global economic and political
risks. In Europe’s largest market, the

UK, investor caution over June’s Brexit
referendum contributed to a 38.4% fall in
volumes in Q1. However, with significant
decreases in activity recorded in other
major markets such as Germany and
France, the decline in the UK appears to
have been not just Brexit-driven, but part of
a wider slowing of European investment.

Over the coming quarters, it will become
clearer whether the decreased activity in
Q1 was a short-term pause for breath,
or the start of a longer period of reduced
volumes. In the UK, at least, Brexit
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European commercial property investment volumes
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concerns are likely to keep investment
subdued in Q2, although there is the
possibility of a resurgence in the second
half of the year, should the referendum
result bring more certainty to the market.

The decreased investment activity in Q1
was not accompanied by a similar fall

in prices. Prime office yields remained
stable in most markets, but hardened in a
small number of cities including Brussels,
Munich and Stockholm. As a resullt,

the Knight Frank European Weighted
Average Prime Office Yield declined by 2
basis points, to a record low of 4.76%.

The robustness of pricing in the context
of decreased investment volumes
suggests that investors still see value

in the European commercial property
market, but they are becoming more
selective about which assets to buy.
There remains a fundamentally strong
case for real estate investment, with
prime property yields at attractive levels
compared with other asset classes.
Unexpectedly high Eurozone GDP
growth of 0.5% in Q1 2016 will also have
provided a fillip to investor confidence.

In contrast to the investment market,
European occupier market activity
showed positive growth in Q1 2016.
Aggregate office take-up in the major
markets monitored by Knight Frank was
up by 12% in Q1 compared with the
same quarter of 2015. This was boosted
by the robust performance of the major
German markets and Paris, where take-
up increased by 47 %, year-on-year.

The strong leasing activity in Paris

helped the French capital to record its
first increase in prime office rents since
2011. Elsewhere, rental growth was
generally subdued in Q1, although there
were pockets of growth in cities such as
Milan and Stockholm. The Knight Frank
European Prime Office Rental Index ticked
up slightly, by 0.3%, during the quarter.

Please refer to the important notice at the end of this report



MARKET HIGHLIGHTS
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AMSTERDAM

In the first major investment deal of the year in Amster-
dam’s South Axis, CBRE Global Investors purchased the
NoMA House office development project, which is sched-
uled for delivery in 2017.

BRUSSELS

Following a subdued 2015, the Brussels office occupier
market made a modest recovery in Q1 2016, with take-up
reaching 90,600 sq m. Several large deals have been
deferred until later in 2016, which should boost this year’s
take-up figures.

DUBLIN

Dublin offices continue to attract strong investor
demand, with notable deals in Q1 including Patrizia’s
purchase, on behalf of an institutional client, of The Oval
for €145 million.
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MADRID

Investor and occupier sentiment remain positive, as the
Spanish economy continues its strong recovery. How-
ever, June’s general election will be closely monitored,
with investors hoping for a decisive result following the
inconclusive ballot in December.

Although investment slowed in Q1, Milan has continued to
attract cross-border capital with Deka agreeing to purchase
the Mac567 office development for c. €115 million.

MOSCOwW

A historically low total of 63,000 sq m of new office space
was delivered to the Moscow market in Q1 2016. The new
supply did not include a single Class A office building, and
the Class A vacancy rate dropped to 22.5%.
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FRANKFURT

The Frankfurt office leasing market enjoyed a strong start to
the year, with Q1 take-up boosted by the European Central
Bank'’s leasing of 17,800 sq m at the Japan Center in the

In potentially one of the biggest European deals of 2016,
AXA has exchanged contracts for the acquisition of Tour
First, the tallest skyscraper in Paris, from Beacon Capital

Financial District.

The West End vacancy rate rose from 3.6% to 5.6% during
Q1, largely due to second-hand space being returned to
the market following tenant relocations to new buildings.

However, a limited development pipeline should keep
supply levels in check over the coming quarters.

Partners, for a reported price of around €800 million.

The largest occupier deal of Q1 was Allegro’s preleasing
of 7,600 sq m in Q22, a 155 metre tall office development.
Along with the 220 metre tall Warsaw Spire, this is one

of two major high rises due for completion in Warsaw
during 2016.

FIGURE 4

Major Cross-Border Capital Flows, 12 months to Q1 2016
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FIGURE 5
European commercial property investment volumes, 12 months to Q12016
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EUROPEAN MARKET INDICATORS

European prime office rental growth slowed in Q1, although there were increases in
Stockholm (+3.8%), Milan (+2.0%) and Paris (+1.3%).

Commercial property prime rents and yields

Offices Logistics Shopping centres Retail warehousing

City Prime rents Prime yields Prime rents Prime yields Prime rents Primeyields Prime rents Prime yields
(€/sq m/yr) (%) (€/sq m/yr) (%) (€/sq m/yr) (%) (€/sq m/yr) (%)

Amsterdam 340 ~ 5.00 = 85 ) 575 w 1,000 p 525 ) 135 ) 6.00 »
Barcelona 255 a 450 » 59 ) 6.85 » 552 » 5.00 » 120 p 6.00 )
Berlin 288 a 400 = 69 ) 575 w 1,380 ) 425 w 150 p 550
Brussels 300 ) 550 » 55 p 6.50 ) 1,800 ) 525 ) 170 » 575 »
Bucharest 216 p 750 » 45 ) 9.00 ) 720 » 775 b 120 ) 9.50 »
Budapest 252 a 7.00 » 42 ) 850 w 1,140 ) 6.75 w 2 ) 775 w
Copenhagen 241 ) 425 ) 7 ) 6.25 ) 697 » 525 w 164 ) 6.50 »
Dublin 619 a 450 » 75 a 525 w 3,100 a 525 w 290 a 550 w»
Edinburgh 433 ) 525 ) 105 ~ 6.25 ) 2,936* ) 475 ) 419 a 6.00 )
Frankfurt 462 ) 425 w 80 ) 550 = 1,560 ) 420 »v 170 » 550 »
Geneva 730 = 325 w 183 ) 6.00 ) 1,041 p 4.00 » 164 ) 525 )
Hamburg 300 ) 400 » 72 ) 575 = 1,650 ) 425 w 150 » 550 w»
Helsinki 3% ) 450 p 120 ) 625 ) 1,200 5.00 = 120 ) 6.50 )
Lisbon 222 a 550 » 45 ) 725 w 1,140 ) 525 wv 108 ) 750 p
London 1,608 (WE) p979 (City) P 3.50 (WE) b 4.00 (City) » 196 o 425 ) 6,220* ) 4.00 » 657 b 425 )
Madrid 324 a 4.00 » 59 a 6.85 » 530 ) 5.00 » 132 ) 6.00 »
Milan 500 ~ 450 p 50 ) 7.00 ) 850 ) 575 ) 300 » 7.00 )
Moscow 670 ) 10.50 a 66 » 1250 » 3,112 ) 11.00 » N/A N/A
Munich 414 a 3.60 » 84 a 540 = 1,900 ) 3.90 = 180 ) 5.00 »
Oslo 452 ) 425 ) 128 ) 550 ) 1,262 ) 5.00 » 137 ) 6.25 »
Paris 760 350 ) 55 ) 575 w 2,500 ~ 4.00 = 180 ) 5.00 »
Prague 234 ) 550 » 48 ) 6.50 = 840 ) 525 w 120 ) 775 b
Stockholm 580 a 375 » 113 » 575 w 851 p 450 » 225 ) 575 w
Vienna 309 » 440 ) 72 ) 7.00 » 1,320 ) 510 = 168 ) 6.00 »
Warsaw 276 p 6.00 p 60 7.00 ) 1,800 6.00 ) 132 ) 750 »
Zurich 730 325 » 228 575 ) 1,369 400 » 183 ) 5.00 »

Indicative prime yields, as quoted locally, based upon a hypothetical Grade A unit. Office rents are for prime city area Grade A space, 2,000 sq m. Shopping Centre rents are based on prime covered
shopping malls, quoted on best position, 100 sq m units. Retail Warehouse rents are for units of 1-5,000 sq m located in purpose built parks. Typical Retail Warehouse schemes vary between countries.
Logistics rents are for prime industrial space of units over 5,000 sq m. The data above is provided for general reference purposes only. Local market conditions will vary. *Zoned/weighted figure. Arrows
provide a broad indication of recent movements and the short-term outlook for prime rents and yields. London office data is quoted for the West End (WE) and City (C) submarkets.

Source: Knight Frank Research

FIGURE 6
Prime office rental cycle
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The above diagram is intended to provide a comparative guide to the current positions of European prime office markets in their rental cycles. Markets will move through their cycles at different speeds and, sometimes, in
different directions. The positions indicated in the diagram do not constitute formal forecasts of future rental trends.
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Important Notice

© Knight Frank LLP 2016 - This report is
published for general information only and
not to be relied upon in any way. Although
high standards have been used in the
preparation of the information, analysis, views
and projections presented in this report, no
responsibility or liability whatsoever can be
accepted by Knight Frank LLP for any loss or
damage resultant from any use of, reliance on
or reference to the contents of this document.
As a general report, this material does not
necessarily represent the view of Knight Frank
LLP in relation to particular properties or
projects. Reproduction of this report in whole
or in part is not allowed without prior written
approval of Knight Frank LLP to the form
and content within which it appears. Knight
Frank LLP is a limited liability partnership
registered in England with registered number
OC305934. Our registered office is 55 Baker
Street, London, W1U 8AN, where you may
look at a list of members’ names.
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