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OFFICE OUTLOOK

Office divergence between prime and secondary

A generational transformation is reshaping offices into an income-led opportunity, particularly in CBD locations.

Offices have navigated a decade of disruption - from
Brexit and the pandemic to a sharp repricing driven by
inflation, rising operating costs, and higher interest rates.
In parallel, the sector has undergone a structural reset,
shaped by hybrid working, sustainability requirements,
and a flight to quality, redefining both demand and asset
relevance. While leasing activity has stabilised (Figure

1), this transition is not yet complete with AI being the
next major disruptor. Key occupier sectors — particularly
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professional and financial services — are among the

most exposed to the AT technological change. The impact
is likely to be most visible in secondary assets, which typi-
cally house administrative and support functions. In con-
trast, prime assets are better positioned to adapt to evol-
ving occupier requirements, with stronger rental growth,
potentially supported by productivity gains linked to

Al adoption.

FIGURE 1
OFFICE DEMAND STABILIZING
Office take-up in mil sqm; aggregate of 30 European centres
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As aresult, the outlook for offices is diverging further.

It is evidenced by a disproportionate share of take-up
concentrated in modern stock; materially lower CBD
vacancy rates relative to the broader market; and rental
growth limited to high-quality assets. Often described

as a K-shaped recovery, CBD office performance will be
underpinned by contractually protected, inflation-linked
leases and a structurally constrained pipeline. Key drivers
that this report explores in detail.

FIGURE 2

CONSTRAINED OFFICE DEVELOPMENT PIPELINE

Net additions vs Building starts; % of office stock; aggregate of 30
European centres
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OFFICE QUTLOOK

Offices still remain relevant
— but in a redefined role

Less is more. Offices are increasingly seen as a strategic tool for occu-
piers, shaping culture, collaboration, and brand. The traditional role of
the office is shifting towards a modern, high-quality environment, with
occupiers prioritising better workplaces in well-connected locations at
the expense of larger; more commoditised footprints.

Against this backdrop, the investment case for
offices is defined by two key arguments:

m Structurally constrained development pipelines in central
locations, supporting rental growth and income-led returns
through relatively long leases and inflation-linked cash flows.

m Recent capital value declines are creating mispriced opportunities

and providing an attractive entry point, albeit primarily within
CBD markets.
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OFFICE OUTLOOK

Constrained development

Limited new supply and high barriers to refurbishment are reinfocing rental growth in central modern offices across Europe.

Elevated construction and labour costs, alongside tighter
financing conditions, have prevented the typical late cycle
growth of new supply. The absence of any development
cycle has left many office markets constrained. The supply
tightness presents opportunities with reliable rental
growth over the medium term (Figures 2 & 3). In this
context, rental growth is expected to provide a structural
income buffer and inflation hedge, mitigating risks associ-
ated with a more uncertain demand outlook. This is most
notable in Amsterdam, Dublin, central London, Madrid
and Milan.

FIGURE 3
NEW SUPPLY SLOWING
Office stock growth 2025-28 vs Office vacancy in Q1'26, in %
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The limited supply of new modern stock is reinforced
by a prolonged period of underinvestment of a signifi-
cant share of existing stock. It is clear that secondary
office stock is paralysed by rising vacancy rates and
higher-than-expected capital expenditures, with offices
requiring the highest CAPEX in an institutional portfolio,
at 16% of total rental income. Bringing this stock back to
relevance is challenging, with refurbishment strategies
largely confined to experienced value-add and opportu-
nistic capital.

FIGURE 4
STRUCTURALLY HIGHER CAPEX
Invested CAPEX as % of Total Rental Income*; 2019-25
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Prime office rents in Europe have grown above infla-
tion, 6.5% annually since the scale-up of hybrid working
in 2020". This headline growth, however, masks a clear
divergence, as net effective rents — impacted by increa-
sing incentives — and average rents in secondary stock lag
materially behind (Figure 5). In all that, it is also impor-
wwtant to recognise that leasing structures vary market
by market. The UK stands out for its generally non-in-
dexed and increasingly shorter leases, which elevates ope-
rational risk and rental volatility. In contrast, many EU
markets benefit from longer, often inflation-linked leases.

FIGURE 5
OFFICE RENTAL GROWTH DIVERGING
European annual office rental growth; Indexed to 2015
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OFFICE OUTLOOK

Relative mispricing creates selective

entry-point opportunities

Prime offices are showing early signs of improving liquidity, enabling more reliable price discovery, especially in CBD locations.

The European office investment market is improving,
reflected in a gradual increase in transaction volumes.
Over the past 12 months, office investments have
increased by 19.5%?. Activity, however, remains highly
concentrated in CBD submarkets, where vacancy is

lowest and income durability strongest — a pattern consistent
with previous cycles (Figure 6). Re-entry into the sector

is highly disciplined. Core capital will remain particularly
cautious around the long-term role of offices, its returns
and exit strategies. This is most evident in the UK, where

FIGURE 6
OFFICE TRANSACTIONS ACTIVITY VS. VACANCY
CBD office transactions vs. Office vacancy rate; Europe
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higher construction and lending costs as well as elevated
CAPEX intensity add further risks.

Importantly, investors are moving away from treating
offices as a homogeneous asset class. The divergence
between prime and secondary stock is becoming increa-
singly evident in market pricing. On one side, prime office
yields have already adjusted to the higher interest rate
environment (Figure 7). In fact, further repricing appears
limited unless interest rates shift materially in response

FIGURE 7
PRIME OFFICE YIELDS STABILIZING
European prime office net initial yields
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to ongoing geopolitical tensions in the Middle East and
associated energy market volatility. Markets with tighter
fundamentals, such as Copenhagen, Milan and Madrid,
have even begun to see yields compressing. By contrast,
average transaction yields have continued to move out,
currently standing at around 6.9% across Europe. This
reflects persistent pressure in secondary assets and subur-
ban markets (Figure 8).

FIGURE 8
OFFICE YIELDS DIVERGENCE
European prime net initial yield vs. Average transaction yield
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OFFICE OUTLOOK

Investment conviction

Offices enter a new phase of highly concentrated demand
and rental growth, with a clear focus on CBD locations,
modern assets, and income visibility. Against this backdrop,
three key conclusions emerge to shape the next stage.

Divergence between prime and secondary

The office market is clearly divided, with demand holding up in central locations
and modern assets, while secondary stock faces weaker take-up, higher vacancy and
rising CAPEX needs. This is making asset selection and micro-location increasingly
important.

Limited supply supports rental growth

New development remains constrained due to higher construction costs and tighter
financing, while a large share of existing stock is difficult to upgrade. In CBD locations,
this supports stable rental growth, particularly where leases are long and index-linked,
shifting return expectations towards income rather than yield compression.

Mispricing creates selective entry points

Offices have been treated as a single sector despite clear differences in underlying fun-
damentals. Pricing does not fully reflect this divergence, especially in modern CBD
assets where liquidity is improving.

It is clear that broad sector allocation to offices is no longer sufficient. Defining what
constitutes a fit-for-purpose office remains a key challenge, with success dependent on
asset-level conviction, execution, and a granular understanding of local market dyna-
mics. This investment conviction is currently more aligned with value-add and oppor-
tunistic strategies.
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This presentation has been prepared by Catella AB
(“Catella”) and is a marketing communication. This
presentation is for information purposes only and
should not be relied upon for or construed as valuation
or investment advice, or as an offer or solicitation of
any offer to purchase or sell any investment, property
or financial instrument. It is not an information
document required by any legal provision. Any use of
or reliance on this presentation for any purpose is your
sole responsibility and strictly at your own risk. Past
performance does not predict future returns. Invest-
ments can both decrease and increase in value, and it is
not certain that the investor will get back all the
invested capital. In case of investments in funds, we
recommend that you read the fund’s fact sheet, key
information document (KID), information brochure,
fund regulations and other relevant information
before making any final investment decision. Any
investment decision must only be made after careful
consideration and not in reliance solely on this presen-
tation. This presentation may be subject to correction,
completion and/or amendment without notice. Catella
does not undertake and is under no obligation to
update or keep current this presentation. This presen-
tation does not contain any legal, tax or other advice
and has been prepared without taking into account the
objectives, financial or taxation situation or particular

needs of prospective investors. Please consult advisors

before making any investment decision.

The information contained in this presentation
(the “Information”) is provided on a strictly confiden-
tial and information-only basis. It is not intended for
distribution to or use by, any person or entity thatisa
citizen or resident or located in any locality, state,
country or other jurisdiction where such distribution,
publication, availability or use would be contrary to
law or regulation or which would require any registra-
tion or licensing within such jurisdiction. This means
that the Information may not, in whole or in part, be
published, reproduced, referred to or shared without
the prior written consent of Catella. If you believe to
have received this presentation in error, please notify
the sender immediately and delete and/or destroy any
and all copies.

This presentation was prepared, and the analyses
contained in it are, based on certain assumptions
made by Catella and the Information has been derived
from sources that Catella deem reliable. All state-
ments, assumptions, estimates and forward-looking
statements made in this presentation are subject to
risks, uncertainties, and other factors that could cause
that actual results, performance, trends or events
differ materiality from those contained in the state-
ments, assumptions, estimates and forward-looking
statements. By their nature, forward-looking state-

ments involve known and unknown risks,

uncertainties, assumptions and other factors because
they relate to events and depend on circumstances that
will or may occur in the future whether or not outside
the control of the company. Such factors may cause
actual results, performance or developments to differ
materially from those expressed or implied by such
forward-looking statements. Catella and its affiliates
provide no representation or warranty, express or
implied, as to, nor assumes any responsibility for, the
accuracy, reliability, completeness, suitability or
availability of the Information. Scenarios presented in
this presentation are an estimate of future perfor-
mance based on evidence from the past on how the
value of this investment varies, and/or current market
conditions, and are not an exact indicator. What you
will get, in case of investment in any fund, will vary
depending on how the market performs and how long
you keep the investment.

This presentation is not for distribution or release
in the United States and does not constitute an offer
to sell, or the solicitation of an offer to buy, any

securities in the United States.
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