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— Divided office market: decline in take-up and polarisation in Paris. The outer suburbs remain severely af-

fected from a rental and investment perspective. The continued risk premium is driving yield decompres-

sion in secondary markets. The ile-de-France market will inevitably be tighter given the structural back-

drops. Paris and high-productivity submarkets will drive long-term performance.

— Hospitality - a rising star with strong potential: the sector rebounded in 2022 and had a very good start

to 2023. Yield decompression has not been as significant as in other sectors. In the medium term, the sector

will continue to benefit from strong European and domestic demand. Diversity, in terms of both destina-

tions and offering, makes France a preferred choice for institutional investors.

— Hyper-industrial logistics: decline in take-up impacted by a turnaround in the industrial cycle. While yield

decompression is impacting some premises more quickly and severely, logistics platforms are resilient. The

sector offers high potential due to megatrends related to reindustrialisation and last-mile logistics, which is

benefiting from the climate transition.
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In 2022, the French hospitality sector rebounded and
performed well on the back of domestic and interna-
tional demand. According to In-Extenso data, while
the occupancy rate remains 6% below the 2019 aver-
age, the average price is 10% higher in real terms. Per-
formance, in terms of average room prices, is positive
for all segments, although the differences between
the segments are significant: the high-end and luxury
segment recorded an average price increase of 27%
compared to 2019 - a contrast to the increase of 15%
in the mid-range and 10% in the budget segment.
Overall, all regions are prospering and France’s per-
formance is amongst the best in Europe.
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Inflationary pressure continues to ease. According to a
publication by the Banque de France, an increasing
number of companies are lowering their prices. The in-
flation rate can be expected to return to below 2% in
the course of 2024. This is due to the easing of supply
chain problems as well as the tightening of monetary
policy by the European Central Bank. The latter is driv-
ing down demand in large parts of the economy. The
construction sector is making a negative contribution
to economic growth in 2023.

Divided office market

In Ile-de-France, take-up remains more than 15% below
its ten-year average, impacted by hybrid working and
the economic slowdown. As a result, the Ile-de-France
market is polarised, with high-resilience pockets such
as Paris on the one hand and submarkets with vacancy
rates above 20% on the other. In Paris, rents remain sta-
ble in real terms and, in the case of small and medium-
sized transactions, have even increased, as central loca-
tions and mixed-use developments become a must for
tenants. In some secondary markets that have seen a
declining population since 2020, rents have fallen by
more than 30% on average in real terms, taking ac-
count of rent-free periods. In the investment market,
the effects of monetary tightening became more pro-
nounced in the first half of 2023 and indexation was
not able to systematically compensate for declines in
values. Initial yields continue to decompress at varying
speeds depending on the market: in the first half of
2023, prime initial yields fluctuated between 3.50% and
3.75%, indicating that the market has not yet settled
with a return to liquidity. Current data suggests that
the long-term risk premium is being maintained in the
context of inflation, between 3.15% and 3.50%, but the
ECB is sticking to its 2% inflation target. A low point
could be reached faster in prime segments given the
proposed discounts on some peripheral assets. The
magnitude of these discounts, seen in the prices of-
fered, points towards opportunistic buying behaviour
and/or a strategy of repositioning assets for uses other
than office (residential, laboratories, hotels, mixed use)
in addition to the decarbonisation plan: the market is
tight but in a process of transformation. By way of il-
lustration, 33% of the supply in Ile-de-France has been
available for at least four years (48% in the outer sub-
urbs). We must therefore remain alert to opportuni-
ties, but remember that “not all that glitters is gold”.

© Swiss Life Asset Management Ltd - Real Estate House View - France

Hospitality industry - a rising
star

This asset class is now increasing in popularity, featur-
ing in the new long-term allocations of French institu-
tional investors (17% target). Not only has there been a
rebound in tourism across the country, the figures are
impressive too: prices in real terms are above their 2019
level in Paris and other urban and coastal centres, while
new bleisure concepts (combination of leisure and busi-
ness) are optimising performance in terms of RevPAR.
In 2022, capital returns remained positive at 2.9% in
contrast to other commercial property sectors: large in-
terest rate disparities remain, depending on position-
ing (up to 250 bps on average), contract type and even
energy-saving capex. Price opportunities remain scarce
despite rising investment volumes. Institutional inves-
tors are very active as supply remains below demand.
Outdoor hospitality is the new Eldorado due to its
more attractive profitability. The preferred strategy is
still an active selection of providers in order to opti-
mise asset performance over the long-term.

Hyper-industrial logistics

With the industrial and logistics sectors closely corre-
lated with the business cycle, the impact of the turna-
round was immediate. On the rental market, take-up
is falling sharply, rental growth is slowing and even de-
clining in some submarkets where speculative supply
is failing to attract tenants. On the investment side,
yield decompression is faster than in other sectors, but
seems to be slowing down. The price of liquidity is now
fluctuating between 15% and 30%, and even more for
obsolete assets. Most opportunities are to be found in
the industrial segment in the strictest sense. The ap-
proach must be tactical but also strategic, as the sector
is driving economic growth in the medium term
through reindustrialisation and the development of
new industries, from renewable energies to artificial in-
telligence.
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Figure 1: Development of office vacancy rates on Figure 2: Amount invested in Ile-de-France, in

the key markets in Ile-de-France EUR bn
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Do you have any questions or would you like to subscribe to this publication?
Please send an e-mail to info@swisslife-am.com.
For more information, please visit our website at www.swisslife-am.com/research
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Released and approved by the Economics Department, Swiss Life Asset Management Ltd, Zurich

Swiss Life Asset Managers may have acted upon or used research recommendations before they were published. The contents of this document are based upon sources
of information believed to be reliable but no guarantee is given as to their accuracy or completeness. This document includes forward-looking statements which are
based on our current opinions, expectations and projections. We undertake no obligation to update or revise any forward-looking statements. Actual results could
differ materially from those anticipated in the forward-looking statements.

France: This publication is distributed in France by Swiss Life Asset Managers France, 153 rue Saint-Honoré, F-75001 Paris to its clients and prospects. Germany: This
publication is distributed in Germany by Swiss Life Asset Managers Deutschland GmbH, Clever Strasse 36, D-50668 Cologne, Swiss Life Asset Managers Luxembourg,
Niederlassung Deutschland, Darmstidter Landstrae 125, D-60598 Frankfurt am Main and BEOS AG, Kurfiirstendamm 188, D-10707 Berlin. UK: This publication
is distributed by Swiss Life Asset Managers UK Ltd., 55 Wells Street, London W1T 3PT. Switzerland: This publication is distributed by Swiss Life Asset Management
Ltd., General-Guisan-Quai 40, CH-8022 Zurich. Norway: Swiss Life Asset Managers Holding AS, Haakon VIIs gt 1, NO-0161 Oslo.
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