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The rise in hybrid working has structurally affected 
the office demand outlook, in particular in secondary, 
non-CBD markets that saw take-up fall and vacancy 
rise. At the same time, low yields came under pressure 
from quickly rising interest rates, leading to significant 
value declines and drying up liquidity. As economic 
growth returns, supporting occupier market 
performance, and interest rates are cut in 2024, 
alleviating pressure on values, office investments are 
set to move back into focus beyond this year.   

Looking at economic fundamentals, office 
productivity growth (the rise in office output per 
office worker) and office real rental growth have been 
closely linked in the past. When office productivity 
rises, the ability for office tenants to pay higher rents

also increases (Exhibit 1) and landlords have usually 
been able to benefit.

With the interest rate outlook changing over the last 
quarter, forecasts for a pick up in office productivity 
growth over the next few years are gaining credibility 
as, among other factors, increased investment in a 
lower interest rate environment and the rising 
adoption of AI are forecasted to boost office 
productivity growth (Exhibit 1).  

In conjunction with the constraints of prime office 
availability brought by ESG regulation across 
European markets, this means investing in office 
assets in CBD locations promises attractive income 
growth at potentially mispriced values for core 
investors. 
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Exhibit 1: Improving Economic Backdrop Will Drive Opportunities Beyond 2024

City Office Productivity Growth versus Office Real Rental Growth 
(1996 – 2023)

Office productivity 
growth is set for a 
bounce back over 
the next five years 
providing support 
for real rental 
growth to return. 

City Office Productivity Growth (2020-24 versus 2025-29) 

Office productivity 
growth has been an 
important driver for 
office real rental growth.

Office Real Rental Growth



2

Important information

For Professional and Institutional Investors only. All investments involve risk, including the possible loss of capital. Past 
performance and target returns are not a guarantee and may not be a reliable indicator of future results.

© 2024 PGIM Real Estate is the real estate investment management business of PGIM, the principal asset management business of 
Prudential Financial, Inc. (“PFI”), a company incorporated and with its principal place of business in the United States. PGIM is a trading 
name of PGIM, Inc. and its global subsidiaries. PGIM, Inc. is an investment adviser registered with the U.S. Securities and Exchange 
Commission (the “SEC”). Registration with the SEC does not imply a certain level of skill or training. PFI of the United States is not 
affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of 
M&G plc, incorporated in the United Kingdom. Prudential, PGIM, their respective logos and the Rock symbol are service marks of PFI and 
its related entities, registered in many jurisdictions worldwide. In the United Kingdom, information is issued by PGIM Real Estate (UK) 
Limited with registered office: Grand Buildings, 1-3 Strand,  Trafalgar Square, London, WC2N 5HR. PGIM Real Estate (UK) Limited is 
authorized and regulated by the Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 181389). These 
materials are issued by PGIM Real Estate (UK) Limited to persons who are professional clients as defined under the rules of the FCA.  In 
the European Economic Area (“EEA”), information is issued by PGIM Luxembourg S.A. with registered office: 2, boulevard de la Foire, 
L1528 Luxembourg. PGIM Luxembourg S.A. is authorized  and regulated by the Commission de Surveillance du Secteur Financier in 
Luxembourg (registration number  A00001218) and operating on the basis of a European passport. In certain EEA countries, this 
information, where permitted, is presented by PGIM Limited in reliance of provisions, exemptions, or licenses available to PGIM Limited 
under the temporary permission arrangements following the exit of the United Kingdom from the European Union. PGIM Limited has its 
registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London WC2N 5HR. PGIM Limited is authorized and regulated by the 
Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number: 193418). These materials are issued by PGIM 
Luxembourg S.A. and/or PGIM Limited to persons who are professional clients as defined in the relevant local implementation of Directive 
2014/65/EU (MiFID II) and/or to persons who are professional clients as defined under the rules of the FCA.PGIM operates in various 
jurisdictions worldwide and distributes materials and/or products to qualified professional investors through its registered affiliates 
including, but not limited to: PGIM Real Estate (Japan) Ltd. in Japan (Governor of Tokyo [4] No. 85630, Director of the Kanto Local 
Finance Bureau (Financial instruments firms) No. 1137, Registered Association : Japan Investment Advisers Association); PGIM (Hong 
Kong) Limited in Hong Kong; PGIM (Singapore) Pte. Ltd. in Singapore; PGIM (Australia) Pty Ltd in Australia; PGIM Luxembourg S.A., and 
PGIM Real Estate Germany AG in Germany. For more information, please visit pgimrealestate.com. 

REF: 011962

QUARTERLY INSIGHTS – EUROPE  |  1Q 2024

Florian Richter
Vice President
European Investment Research
florian.richter@pgim.com 

Contacts



3REF: 011962

QUARTERLY INSIGHTS – EUROPE  |  1Q 2024

Important information (continued)
GENERAL/CONFLICTS OF INTEREST

These materials represent the views, opinions and recommendations of the author(s) regarding the economic conditions, asset classes, 
securities, issuers or financial instruments referenced herein.  Distribution of this information to any person other than the person to 
whom it was originally delivered and to such person’s advisers is unauthorized, and any reproduction of these materials, in whole or in 
part, or the divulgence of any of the contents hereof, without prior consent of PGIM Real Estate is prohibited. Certain information 
contained herein has been obtained from sources that PGIM Real Estate believes to be reliable as of the date presented; however, 
PGIM Real Estate cannot guarantee the accuracy of such information, assure its completeness, or warrant such information will not be 
changed. The information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is subject 
to change without notice. PGIM Real Estate has no obligation to update any or all of such information; nor do we make any express or 
implied warranties or representations as to the completeness or accuracy or accept responsibility for errors. 

These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other 
financial instrument or any investment management services and should not be used as the basis for any investment decision.  
Past performance is no guarantee or reliable indicator of future results. No liability whatsoever is accepted for any loss 
(whether direct, indirect, or consequential) that may arise from any use of the information contained in or derived from this 
report. PGIM Real Estate and its affiliates may make investment decisions that are inconsistent with the recommendations or 
views expressed herein, including for proprietary accounts of PGIM Real Estate or its affiliates.

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not 
intended as recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No 
determination has been made regarding the suitability of any securities, financial instruments or strategies for particular clients or 
prospects. For any securities or financial instruments mentioned herein, the recipient(s) of this report must make its own independent 
decisions.  

Conflicts of Interest: Key research team staff may be participating voting members of certain PGIM Real Estate fund and/or product 
investment committees with respect to decisions made on underlying investments or transactions. In addition, research personnel may 
receive incentive compensation based upon the overall performance of the organization itself and certain investment funds or products. 
At the date of issue, PGIM Real Estate and/or affiliates may be buying, selling, or holding significant positions in real estate, including 
publicly traded real estate securities. PGIM Real Estate affiliates may develop and publish research that is independent of, and different 
than, the recommendations contained herein. PGIM Real Estate personnel other than the author(s), such as sales, marketing and 
trading personnel, may provide oral or written market commentary or ideas to PGIM Real Estate’s clients or prospects or proprietary 
investment ideas that differ from the views expressed herein. Additional information regarding actual and potential conflicts of interest is 
available in Part 2 of PGIM’s Form ADV.

INFORMATIONAL PURPOSES

These materials are for informational or educational purposes. In providing these materials, PGIM (i) is not acting as your 
fiduciary and is not giving advice in a fiduciary capacity and (ii) is not undertaking to provide impartial investment advice as 
PGIM will receive compensation for its investment management services.

These materials do not take into account the investment objectives or financial situation of any client or prospective clients. Clients 
seeking information regarding their particular investment needs should contact their financial professional.

The information contained herein is provided on the basis and subject to the explanations, caveats and warnings set out in this notice 
and elsewhere herein. Any discussion of risk management is intended to describe PGIM Real Estate’s efforts to monitor and manage 
risk but does not imply low risk.

These materials do not purport to provide any legal, tax or accounting advice. These materials are not intended for distribution to or use 
by any person in any jurisdiction where such distribution would be contrary to local law or regulation.


	Slide Number 1
	Slide Number 2
	Slide Number 3



