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Executive Summary
We are pleased to present our 2021 House View for
Europe. This publication is typically produced annually
and serves two essential purposes. First, it highlights
our outlook for the economy, the capital markets, and the
commercial real estate (CRE) sector. Secondly, it provides
a forward-looking framework regarding our investment
themes and strategies. This year we deferred our mid-year
House View, given the status of the pandemic at that time,
and elected to produce this document at year-end 2020.
The following includes several highlights from the report:

1 The COVID-19 pandemic has taken a significant
toll on the economy and will continue to shape
the pace of recovery in 2021. A high degree of
uncertainty surrounds the outlook, and we are
continuing to monitor the potential for downside
risks and upside surprises.

2 Early indications suggest the recovery will be
uneven across Europe, with imbalances in the fiscal
response exacerbating differences in the structure
of individual economies.

3 The full extent of any value adjustments for real
estate are still emerging, but distress will be unevenly
distributed, with some property types, for instance
logistics, enjoying enhanced performance while
others, such as retail, experiencing more stress.

4 The pandemic has fueled certain themes that
demonstrate the opportunity between the
intersection of technology and real estate. In the
context of logistics real estate, the increase in
online shopping suggests demand for much greater
warehousing stock going forward.

5 The combination of record stimulus and continuation
of very low interest rates has pushed bond yields to
their lower bounds and set the stage for continuing
increased allocations to real estate.
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Market Insight:

Navigating Uncharted Waters
The COVID-19 pandemic continues to dominate the outlook for the global economy. The introduction of social distancing
measures earlier in the year helped to slow the spread of the virus and reduce the potential health impact. While effective
in managing the spread of the virus, those same measures had a significant impact on economic activity. Economic growth
in Europe came to an abrupt halt, as GDP fell by 15.0% in the first half of the year. Among the major economies, falls in
activity ranged from a 9.7% quarterly contraction seen in Germany to a drop of almost 20.0% in the UK, highlighting the
asymmetric shock that the pandemic represents. The divergence between countries is partly a consequence of
the timing and severity of lockdown measures, but also a result of their different economic structures.
Although there has been some recovery in economic activity over the summer following lockdown in the spring, the pace
of recovery is not certain, with several countries seeing a renewed rise in virus cases. The deterioration in the health
situation is leading to the re-imposition of tighter restrictions. Mobility numbers are already being impacted and consumer
activity is stalling as countries are limiting activity and social interaction. Restrictions are proving successful in
containing the spread of the virus, however the evolution of the disease will continue to dominate the outlook.
The pandemic has taken a significant toll on the economy, and some issues that were at the forefront prior to the pandemic
have persisted, or in some cases, accelerated. Critical factors that have spurred global growth in recent decades (e.g.,
immigration, demographics, and globalization) continue to face significant new headwinds. Still, other imbalances have
emerged, such as record debt/deficit levels, a heavy reliance on central bank liquidity, and an untold impact on consumer
psychology and shopping habits – all of which could take time to unfold. As we look ahead, 2021 appears to be the
beginning of a new era for the economy and CRE markets, as investors look to plot a course through uncharted waters.

EXHIBIT 1: GDP Growth Highlights the Asymetric Shock
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As we look ahead, 2021 appears to be the beginning
of a new era for the economy and CRE markets as investors
look to plot a course through uncharted waters.
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Economic Outlook:
Base Case Uncertainty

Economies have rebounded somewhat, but significant uncertainty remains around the outlook. Most economies are
expected to see a sharp slowdown in activity in 2020. Overall our base case is for further economic recovery
moving into 2021. As highlighted in Exhibit 2, Oxford Economics forecasts Gross Domestic Product (GDP) to contract
7.3% in 2020, followed by a solid rebound of around 4.6% in 2021.1 There is significant uncertainty in this forecast with
the outlook highly dependent on the evolution of the coronavirus.
Recurring waves of the virus, an increase in precautionary savings, and greater caution in investment spending could
dampen near-term growth prospects. On the other hand, the upside of an effective vaccine becoming widely available
early next year now appears likely, which does reduce the downside risks to the 2021 outlook.2 The positive news
on an imminent vaccine should limit the hit to confidence during the challenging months ahead as lockdowns remain
in place. Although some of the pent-up demand from initial lockdown periods has been fulfilled, the continuation of
containment measures could result in additional pent-up demand, providing some upside potential to the economy when
measures are relaxed. For now, it appears that communities will have to co-exist with the virus, but the recent
announcement of a vaccine has provided hope that a return to some level of normalcy will occur in 2021.
EXHIBIT 2: Eurozone GDP Baseline Forecast
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A high degree of uncertainty surrounds the outlook and
we are continuing to monitor the following issues:
Confidence: The path to recovery will hinge on the virus itself, but
the behavior of consumers will also play an outsized role. Mobility
data suggests a percentage of the population is comfortable with
returning to public places such as restaurants and shopping centers.
But, it will take time for confidence to fully recover. People need to
feel reasonably protected from the risk of infection while the virus is
still active. They must also feel sufficiently secure in economic terms
to resume spending.

Policy Response: A lot will depend on whether the substantial
monetary and fiscal response succeeds in stimulating activity
and facilitating market functioning. Monetary support has proved
exceptional, through asset purchases and the injection of additional
liquidity. The EU and National governments have responded on an
unprecedented scale. The fiscal costs of this support are substantial
and rising debt levels are a serious concern. At this stage in the crisis,
however, the costs of premature withdrawal may be greater than
continued support where it is needed. If policy support is not working
or withdrawn too fast, increasing bankruptcies will leave governments
with difficult choices on whether and how to support firms. Jobs will
also be lost and may not return triggering long-lasting damage.

Uneven Recovery: Early indications suggest the recovery will be
uneven. We expect the recovery to be prolonged in countries that
experienced longer and stricter lockdowns, and those reliant on
contact-intensive sectors (e.g., hospitality, tourism) such as Italy
and Spain. There is a serious risk this crisis could lead to entrenched
economic, financial, and social divergences across Europe. Imbalances
in the fiscal response will further exacerbate this. Germany has
announced the broadest stimulus, with a sizeable package of
immediate stimulus measures amounting to 8.3% of GDP. This
contrasts with Italy and Spain where the response is estimated at
less than 4.5% of GDP.3
The eventual economic recovery will likely reflect the following
attributes: slow growth, extensive debt levels (both public and
private), and low/negative interest rates. These characteristics were
already common throughout the global economy before the pandemic
and have not only accelerated but will likely persist for many years to
come. Once the virus eventually subsides, government officials, business
leaders, and investors will have to maneuver around these issues in an
economy that will have structurally changed as a result of the pandemic.

3.

Breugel, “The fiscal response to the economic fallout from the
coronavirus”. Immediate fiscal impulse as of 18 November 2020
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Fragmentation in Europe
The COVID-19 crisis will continue to dominate the outlook, but geopolitical tensions and the risk of
fragmentation in Europe remain a material market risk. The European Union has had a turbulent history, with
periods of positive integration mixed with moments of uncertainty and division. The election of a populist government in
Italy and Poland and the Catalan independence crisis in Spain are just a few examples.
As if the pandemic crisis were not enough to deal with, Europe faces the additional uncertainty related to the Brexit
transition which has the capacity to add further unwelcome disruption. The UK and EU have found areas of cooperation
since the Brexit vote in 2016. However, there is a risk that ongoing frictions between the UK and the EU place an added
layer of uncertainty and distraction for countries that are already struggling to cope with the ramifications of a pandemic.
The coronavirus pandemic also poses risks of a rise in populism in several countries if Europe is unable to
provide a unified response to the health crisis. Populist leaders could seize on economic insecurities and exacerbate
divisions and economic inequalities. The EU’s agreement on a €750 billion recovery fund is a landmark moment in European
integration. The agreement falls short of a true fiscal union, nevertheless, the speed and resolve with which the EU acted has
been impressive. Lengthy negotiations have revealed the deep divisions in the EU – between north and south and east and
west – which often limit its ability to act. There will undoubtedly be difficult times ahead for the EU, but the recovery fund is
a significant breakthrough and opens up the possibility of closer integration between member states in the future.

EXHIBIT 3: Economic Policy Uncertainty Index
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CRE Conditions:
Spotlight on Logistics

The COVID-19 crisis has the potential to be one of the
most significant economic events in our lifetime. The
full effects of the outbreak will take time to become
fully apparent in the CRE market. In the direct real
estate market, the full extent of any value adjustment
that might result from the crisis is still emerging.
Yet, the listed market has already seen a significant
correction. Between mid-February and mid-March, the
FTSE EPRA/NAREIT Developed Europe Index lost more
than 40% of its value. Since then, the index has begun
to recover some lost ground, but there are significant
differences by sector, with industrial/logistics down by
just 2.0% since the peak, and retail still down by more
than 18%.4 In this current downturn, distress is
unevenly distributed, with some property types,
for instance, logistics and data centers, enjoying
enhanced performance while others, such as
retail and hotels, experiencing severe downturns.
Overall investment volumes for European real estate have
held up much better than markets in North America and
Asia Pacific, however, the number of transactions has in
some countries fallen significantly. Real estate investment
markets are starting up again, but activity is very selective.
Investors are focused on good quality assets, secure
income, and favored sectors such as logistics. The logistics
sector is the only major property type to register higher
deal activity so far this year than in 2019. We expect the
logistics sector to be one of the best performers through
this crisis, more resilient to the downturn, and wellpositioned to gain from accelerating structural drivers. The
virus and all its adverse consequences are expected to
persist, but there are signs that this moment could provide
a catalyst to encouraging transformations that were
already in the making.
In the context of logistics real estate, this has fueled
themes that pre-dated the outbreak, including the
increase in online shopping. Since the onset of
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the pandemic, online retail sales have surged
across all major European economies. In the
EU, e-commerce sales in April 2020 increased by
30% compared to April 2019, while total retail sales
diminished by 17.9%.5 There are question marks about
the permanence of this shift, however, the evidence
suggests it is not entirely temporary. The UK, Europe’s
largest e-commerce market, saw the proportion of
online spending peak during lockdown in May at
33.4%. This compared with a pre-pandemic level of
20.1% in February. Despite some contraction from the
sharp rate of increase in this sector, UK consumers are
still carrying out much of their shopping online with
the proportion of online sales at 28.5% in October.6
Leasing activity across the major European logistics
markets has proved particularly resilient with activity
boosted by e-commerce demand. We expect the jump
in online sales to boost demand for logistics real
estate, particularly newly developed space that fulfills
e-commerce requirements.

The logistics sector is the only major
property type to register higher deal
activity so far this year than in 2019.
On the flip side, many manufacturers and traditional
retailers who operate a significant amount of logistics
space are facing headwinds. Industrial production is still
some 5.1% below the levels seen before the pandemic
and Europe’s trade with the rest of the world is predicted
to fall by 10%-15% this year.7 There is a possibility that
logistics rents could temporarily soften, particularly for
secondary quality assets. However, low vacancy and
limited development activity is expected to maintain a
high level of rents and should lead to rent growth.
In the long term, the virus could increase demand
for logistics, as retailers and manufacturers decide
to make their supply chains more resilient by
holding more stock and by reshoring production.

4.

Bloomberg. Note: Comparison as of 12/1/2020
versus the 52-week peak

5.

Organisation for Economic Co-operation and
Development, E-commerce in the time of COVID.
Includes sales via mail order or the Internet

6.

Office for National Statistics

7.

Eurostat
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Some investors have adopted a wait-and-see approach during the worst of the crisis, but there is a significant amount of dry
powder in Europe that needs investing. The pressure for funds to put capital to work, combined with the strong tailwinds that
support logistics, is expected to fuel demand for assets. Overseas investment in Europe is being affected by the spread of the
outbreak. However, domestic investment in Europe has proved more resilient given the geographic proximity. Fund investors
in Europe that might ordinarily invest globally are facing restrictions and may therefore be forced to invest domestically, at
least in the short term. As observed in 2009, a reduction in overseas investment in European markets could benefit domestic
investment. This trend could be amplified as local investors are physically closer to the markets.

EXHIBIT 4: European Real Estate Investment Volumes
All Property Types (€ bn)
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Performance Perspective:

Historically Low Interest, Cap Rates and Returns
The response of the main central banks to the economic crisis has been strong. In the case of the European Central
Bank (ECB), we have seen a combination of record stimulus and continuation of very low interest rates. The ECB has
already put in place a €1.35 billion pandemic emergency purchase program, and there could be even more stimulus in
the future to help support economic recovery. Monetary conditions are set to remain exceptionally accommodative for
a prolonged period.

While pricing for logistics has compressed relative to historic norms,
the sector remains even more attractive today on a relative basis.
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Bond yields were already low across Europe but have
been pushed to their lower bounds due to the policy
response. Given current uncertainties and the flight-tosafety in the market, several countries have seen bonds
move into negative territory. Pricing on logistics was at an
all-time low yield of 4.79% in the fourth quarter of 2019,
well below the long-run average of 7.59%.8 Logistics
yields have compressed further in 2020 given strong
investor demand and scarcity of product available
for sale. While pricing for logistics has compressed
relative to historic norms, the sector remains even more
attractive today on a relative basis. The spread between
European logistics and government or corporate bonds
is still above the post-2000 average. This should help to
reinforce yields for the very best logistics assets. CRE
debt markets have also held up strongly, particularly
for property types that are in favor and longer-leased
assets with strong credit. This is in contrast to previous
downturns, where debt markets were squeezed.

The slow growth, low yield environment before the
pandemic had already set the stage for lower returns,
evidenced by annual INREV All Property Returns for
Europe falling to 6.05% for 2019, falling below the 5-year
average of 8.08%, but still ahead of the long-run average
of 5.77%.9 While CRE returns are declining from their
recent highs, the sector remains even more attractive
today on a relative basis given the softness in bond yields
and what many deem as an overpriced stock market.
Evidence suggests that logistics will continue to
see healthy flows of capital. Figures from INREV show
stark differences in subsectors across European real
estate investment funds. As of September, 1-year rolling
returns in retail had slumped to -10.17%, while offices had
fallen to 5.04%, compared with 9.38% in the industrial/
logistics sector.10 We believe, therefore, that logistics is
set to become an increasingly large part of the European
investable universe.

EXHIBIT 5: European Logistics Yield Spreads
Spread (BPs)
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8.

CBRE, EU-15 Yield Index, long-run average since 1986

9.

INREV Annual Index 2020, long-run average since 2001

10.

INREV Quarterly Index Q3 2020
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Investment Stance:
Prudent and Aggressive

It is our view that the economy will likely operate well
below pre-pandemic levels for some time to come,
and the eventual recovery will be uneven, with some
industries and countries bouncing back faster than
others. While we did not anticipate that a pandemic
would emerge as a catalyst for the current recession,
the expectation that an economic slowdown was on the
horizon guided our defensive investment stance over the
last several years. That defensive posture, established
prior to the pandemic, has certainly enhanced our
performance during 2020. Thus, we enter this new
commercial real estate cycle with that same prudent
approach, while focusing on seizing opportunities as the
economic downturn continues to unfold.
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European Investment Strategies
As we advance into our seventh year of investment in Europe, USAA Real Estate has successfully executed and exited
multiple investments across the region. At this time, there is considerable uncertainty about both the ongoing control
of the virus and the nature and extent of economic recovery. However, the European economy has proven to be resilient
in times of uncertainty. Monetary policy remains loose, with interest rates expected to stay low. This should support
elevated allocations to real estate as the recovery ensues. We plan to continue and, in some cases, accelerate our
European investment activities, focusing on markets and product types with strong economic and cultural
drivers, favorable demographics, and healthy real estate fundamentals.
Several notable themes have accelerated within the real estate sector as a result of COVID-19, which will present
attractive investment opportunities both in the near term and over the long run. Our investment strategy in Europe is
closely aligned with two major themes that will underpin USAA Real Estate’s investment platform as this new economic
and real estate cycle takes hold: The Intersection of Technology & Real Estate and Housing.
Since 2014, USAA Real Estate has invested in European logistics in our Mountpark Venture, mainly through development.
In most markets, logistics has performed at levels superior to the broader market. Mountpark has an enviable and proven
track record in delivering successful and complex logistics development projects throughout the UK and Europe. We have
become a market-leading, pan-European, logistics development, and investment platform specializing in the development
of large footprint modern logistics assets. Our extensive, strategically located network of logistics projects
currently spans seven countries, providing access across Europe’s major supply-chain corridors. The
Venture is positioned to take advantage of the maturation of the logistics real estate market in Europe, and we see the
opportunity to grow our investment activities in this area further. In 2019, USAA Real Estate acquired a majority interest
in Mountpark to further align the venture partnership in advance of establishing our European logistics platform with
third-party co-investment partners.
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Our European development activity has largely capitalized
on surging demand for new big-box industrial/logistics
warehouses, but we have also realized opportunity in
the growing demand for consumer-centric, mid-sized
regional warehouses in park formats proximate to large
population centers. We believe the logistics sector is
well-positioned in the face of the COVID-19 pandemic.
We see the virus accelerating trends such as online
sales growth, increasing inventories, and the reshoring
of manufacturing. In response to demographic trends of
urbanization and growing e-commerce and consumer
demand, we have seen the greatest opportunity in the
development of industrial/logistics parks near large
population clusters that can accommodate occupier
demand in a range of sizes and allow for active
asset management and lease expiration and tenant
diversification. The need for warehouses close
to population centers is especially prevalent in
Europe, where three-quarters of the population
live in cities. Despite this, Europe has only one-third
as much warehouse space per capita as the U.S. On
the other hand, the scarcity of locations with planning
approval and growing demand for distribution and logistics
space has resulted in substantial yield compression for
stabilized assets, as well as appreciation in development

land values. Accordingly, we will remain defensive in this
area while still recognizing the strategic advantage that a
well located and attractively priced land bank provides. In
locations with sustainable growth prospects and barriers
to entry, we will look to hold modern logistics assets and
benefit from the modernization and sector change in the
logistics market.
There is a compelling opportunity to invest in areas where
technology and real estate are converging, and we can
capture demand as digital transformation continues
to accelerate. At the intersection of this is investing in
Europe’s data center infrastructure. Data consumption is
growing exponentially, requiring data centers to be closer to
the consumer to reduce latency. Thus, there is substantial
demand for these specialized buildings near population
centers, which should serve as a tailwind given digital
storage requirements are on pace to increase substantially.
The secular forces driving demand for digital and power
infrastructure are as strong as ever and have become
critical infrastructure. From an investment perspective, the
site selection process and some construction elements
mirror modern logistics warehouses. Therefore, we will be
leveraging our logistics expertise in pursuit of data center
opportunities as they emerge.
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We also see a maturing opportunity to develop
institutional-quality multifamily residences in
select European markets based on compelling
demographics and supply/demand factors.
Institutional ownership of purpose-built for-rent
residential has become more mainstream in
Europe, but there are still opportunities to develop
high-quality modern product. The residential
sector in Europe is highly fragmented and facing
increasing regulatory pressures with government
rent control measures, creating an inefficient
market and this may present an opportunity for
USAA Real Estate to leverage its multifamily
expertise in key European and UK markets.
Similar to our track record of uncovering
value investing themes in the U.S., we will
look to capitalize on opportunities driven by
demographic shifts, the inadequacy of capital
at specific points along the risk spectrum,
and individual property types or markets
that appear to be mispriced compared to the
actual underlying risk profile. We have not yet
seen signs of distressed selling in response to the
current crisis. However, we will continue to monitor
the fallout, which may create opportunities,
especially if uncertainty regarding the outlook
continues to rise.
As in the U.S., we will take both a strategic and
tactical approach to value-driven investments.
We expect Europe’s economy to remain
supportive of real estate markets in the longterm. Consequently, we believe there will be
opportunities to acquire existing assets, provide
development capital, and even consider structured
debt or equity investments across some markets
and sectors. Over the long term, we will continue
to grow our investment platform in Europe, and
adjust to market opportunities, while maintaining
a cautiously optimistic outlook.
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Conclusion
It will take some time before the full extent of
COVID-19's impact on the economy and real
estate market is revealed. However, at USAA Real
Estate, we recognize the inherent risk in today's
market and are continuing to focus on value-based
opportunities as the downturn unfolds. Still,
our investment platform was designed to take
advantage of market disruptions, which ultimately
leads to value-creation opportunities. While
some investors may be tempted to chase yields,
our value-investing approach to real estate is
consistent across market cycles. This methodology
requires being quick to respond to emerging
opportunities, while also:

1 Adhering to our guiding investment
principles

2 Maintaining a disciplined
underwriting approach

3 Remaining prudent in the face
of widespread uncertainty
Thus, given the current economic backdrop, USAA
Real Estate will continue its defensive, but active,
stance in 2021, emphasizing capital preservation
while aggressively seizing opportunities that reflect
our primary investment themes.
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Important Disclosures
These materials represent the opinions and recommendations of the author(s) and are subject to change without
notice. USAA Real Estate, its affiliates and personnel may provide market commentary or advice that differs from
the recommendations contained herein. Certain information has been obtained from sources and third parties.
USAA Real Estate does not guarantee the accuracy or completeness of these materials or accept liability for loss
from their use. USAA Real Estate and its affiliates may make investment decisions that are inconsistent with the
recommendations or views expressed herein.
The opinions and recommendations herein do not take into account the individual circumstances or objectives of any
investor and are not intended as recommendations of particular investments or strategies to particular investors.
No determination has been made regarding the suitability of any investments or strategies for particular investors.
Research team staff may make or participate in investment decisions that vary from these recommendations and
views and may receive compensation based on the overall performance of the USAA Real Estate or its affiliates
or certain investment funds or products. USAA Real Estate and/or its affiliates or clients may be buying, selling,
or holding significant positions in investments referred to in this report.
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