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THE CASE FOR REAL ESTATE

Investors are becoming selective again, to the detriment of the real estate allocations. With the rise in
interest rates and falling property valuations, investors are recognising the charm of alternative investments.
On the other hand, they are experiencing uncertainty about real estate investments. Disruptions upon
disruptions can sow doubts, but the economic case for real estate investment remains justified. In terms of
efficient investment, diversification, thematic investments in megatrends, shaping cities and contributing to
the reduction of carbon emissions as well as adding value to an asset, these Living Thoughts show why
property investments are a valuable alternative in investors' portfolios right now.

TANGIBLE, EFFICIENT AND INFLATION-PROTECTING

Real estate is an integral part of our urban and rural

- . Real estate is the most efficient asset class - Sharpe ratio® in
living environments and often creates the character of
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a place. Real estate is one of the few tangible asset
classes and offers investors the opportunity to make a
significant ecological and social impact. But above all,
real estate offers investors the opportunity to diversify
their overall portfolio while simultaneously increasing
the efficiency of their investment. Available data for
global indices on different classes show real estate is
the asset class with the best risk/return ratio,
expressed as the so-called Sharpe ratio. This is based
on an average annual performance of 7.8% over the last
10 years and a volatility of 3.0%. The MSCI ACWI ALl Cap
(global equity) Index has the highest annual
performance (9.5%), but comes with a volatility of
14.7%, leading to a Sharpe ratio of 0.5.

In addition, numerous analyses show that real estate is
an inflation hedge. As we also analysed in the February
2022 Living Thoughts, real estate real returns, if
generated in markets with rental indexation, together
with fixed income, require a significantly shorter
minimum holding period than equities (five years vs
eleven years) to outperform inflation. In general, the
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element of continuous cash flow through rental income
is one of the strongest advantages of real estate
investments.

DIVERSIFICATION IN THE PORTFOLIO COMES WITH REAL ESTATE

Real estate is an integral part of a market portfolio: it
accounts for 12% of global private markets AuM
(McKinsey), 14% of assets in investment funds of
eurozone pension funds (ECB) and covers 12% of fund
assets of German investment funds (Bundesbank). As a
whole, real estate offers a clear decoupling from the
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rest of the investment spectrum. In particular on the
long-term perspective, the correlation with the
performance of other asset classes is insignificant,
which can help investors to improve their risk/return

profile.
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Within the real estate world, there are further strong
differentiating features due to the various types of use.
The healthcare and residential property types, for
example, have structural rather than cyclical demand.
This means that the return/risk profile can be adjusted
even further by targeting specific themes. This is
supported by the fact that digitalisation (i.e.
transparency, construction, refurbishment) and the

Real estate - no significant correlation to other asset classes
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withdrawal of the state are now professionalising
certain real estate segments that were previously
considered uninvestable. The spectrum is therefore
broadening. The different geographies of Europe also
offer additional differentiation in terms of risk/return
profile, based on the local social and economic
structures and the maturity of the corresponding real
estate market.

SHAPING MEGATRENDS AND
CITIES

Due to their omnipresence, properties are carriers of
general, long-term trends (e.g digitalisation, and
demographic, climate, and societal change). At the same
time, however, they can also be a catalyst for change.
Thanks to an enormous outward impact on the
surrounding area and population as well as inwardly on
the various tenant groups, it is Up to property owners to
make use of these fundamental trends, generate a
positive impact and help shape cities. The EU
Commission's ESG requirements in response to these
megatrends are a major challenge, but also a strong
stimulus for the real estate industry: ESG measures are
helping to revolutionise the way the industry works
(construction and refurbishment methods,
readjustments, forming new collaborations) and to
rapidly and significantly reduce the real estate
industry's significant carbon footprint.

RECOGNISING RISKS - EXPLOITING POTENTIAL

The main risks associated with real estate investments
are the risk of loss of rent, the ability to re-let space,
the construction or conversion of a property and
property risks during operation. The nature of the risks
to be taken should correspond to the risk profile of an
investor and is ultimately reflected in the expected
return.

In addition to location classification, property
investments can cover various risk classes along the life
cycle of the asset due to their segmentation by type of
use and their nature as a construction. The core/core+
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risk classes can currently be found in Europe in the 4%-
6% yield range, value add between 7% and 12% and the
third category, opportunistic, is currently over 13%. This
also explains another special feature: through active
asset management, developing micro-locations and
markets as well as changing space requirements, real
estate investments can realise considerable potential
with the right management and market-oriented
monitoring of these points. Investments after a market
correction also have the potential to outperform.
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With BNP Paribas REIM, you invest in REAL ESTATE AS LIVING ASSETS.

BNP Paribas REIM, a business line of BNP Paribas Real Estate, provides a wide range of real estate
funds and investment solutions for investors, based on strong convictions. Deeply European, we have
a close understanding of local markets, a view of every square metre, every street, every
neighbourhood, every urban eco-system. With our 360 employees, we care for assets as we care for
living beings, aiming to build a better living environment for our 220 institutional investors and
140,000+ private investors. We believe in ESG to reconcile social, environmental and financial
performance. We apply innovation in order to better adapt to the risks and opportunities of today and
tomorrow.

At the end of 2022, BNP Paribas REIM managed €29,7 billion of living European assets on behalf of
institutional and private investors.

BNP Paribas Real Estate Investment Management is composed of entities in the following countries:
BNP PARIBAS REAL ESTATE INVETMENT MANAGEMENT FRANCE

BNP PARIBAS REAL ESTATE INVETMENT MANAGEMENT GERMANY GMBH

BNP PARIBAS REAL ESTATE INVETMENT MANAGEMENT ITALY SPA

BNP PARIBAS REAL ESTATE INVESTMENT MANAGEMENT Luxembourg SA

BNP PARIBAS REAL ESTATE INVESTMENT MANAGEMENT UK LTD

BNP PARIBAS REAL ESTATE INVESTMENT MANAGEMENT LTD

BNP PARIBAS REAL ESTATE INVESTMENT MANAGEMENT BELGIUM SA

BNP PARIBAS REAL ESTATE INVESTMENT MANAGEMENT SPAIN SA

BNP PARIBAS
A

sl BNP PARIBAS
98 REAL ESTATE

BNP Paribas Real Estate Disclaimer clause

All rights reserved. The report was prepared by BNP Paribas
Real Estate. All data provided in the publication have been
carefully verified, however the authors of the report shall not
be held liable for any damage or loss which may arise from the
use of the data published. Reproducing, modifying or using any
of the contents  hereof without the permission of the authors
of the publication is prohibited under the provisions of the
applicable law. It is permitted to quote the contents of the
publication only where clearly stating the source

BNP Paribas Real Estate is part of the BNP Paribas Banking Group

All rights reserved. This report is protected in its entirety by
copyright. No part of this publication may be reproduced, translated,
transmitted, or stored in a retrieval system in any form or by any
means, without the prior permissionin writing of BNPPRE
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