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The great real estate reset: More than just a cycle
In today’s radically evolving real estate landscape, passive investment tactics can no 

longer be assumed to deliver risk-adjusted returns. PATRIZIA’s Christie Wright delves 

into the pressing need for proactive asset management, illuminating how current market 

shifts necessitate an active stance for achieving outsized returns.

The real estate market is undergoing a shift that goes beyond 

the normal market cycle, arising from higher interest rates and 

uncertain economics leading to reduced asset values. Long-term 

investors who understand and can navigate these new challenges 

stand to benefit from renewed growth and attractive returns.

Being a passive asset owner is no longer a viable strategy. For 

maximum return on investment, active asset management is 

now essential. Consequently, asset managers will play a pivotal 

role in maximizing investor returns in the forthcoming years.

It’s not just the pandemic

The pandemic is not the sole reason for this dramatically 

changed European real estate investment landscape. From 

a macro perspective, events during the past three years, 

beginning with the pandemic, have merely accelerated existing 

trends. The fundamentals of demographic shifts, technological 

advancements and accelerated urbanization remain, and they 

continue to redefine our lifestyles and work habits. 

From a real estate perspective, the two main catalysts for 

change are the drive toward decarbonization and changing 

financial dynamics. Real estate is being impacted by a double 

hit from the debt funding gap and the green funding gap. 

Borrowing costs have significantly increased, multiplying 

interest costs and depleting cash assets. Leveraged core simply 

no longer works. While there is some stabilization of inflation 

and, therefore, interest rates, the record low interest rates 

enjoyed during the past 10 years will not return anytime soon, 

and it is likely 2024 will remain a challenging environment.   

Decarbonization is also now taking center stage in Europe due 

to legislation changes, occupier demand and investor demand. 

An estimated €7.0 trillion ($7.6 trillion) of capital expenditure 

is required across Europe for greening both residential and 

commercial properties. This financial demand will inevitably 

affect landlords and tenants, prompting a recalibration of 

property values and the requirement again for expert asset 

management to retrofit and refurbish. 

A dual approach to portfolio building

A targeted and research-led approach to portfolio creation 

is required, and investors should seek to take advantage of 

pricing overcorrections and uncertainty from the two funding 

gaps. With a focus on existing assets where occupier demand 

remains strong and supply is reduced will lead to rental growth.

In the current market, investors can achieve a balance of both 
high-yielding, value-appreciation strategies with an income-driven 
approach. This will provide optimal returns and ensure a fair 
compensation for investor risk. For such strategies to be effective, 
active management is key and predicated on strategic foresight, a 
nuanced understanding of macro- and microeconomic variables, 
and a willingness to engage with the complex, interwoven 
challenges and opportunities of the market.

Swedish industrial investment flair

An example of how this approach can seize opportunities in 
an economically constrained environment is a 10-asset light-
industrial portfolio, located in Sweden’s urban, city-peripheral 
areas, that PATRIZIA closed in August on behalf of investors. 

This high-yielding, multi-leased industrial investment is in a 
supply-constrained sector with assets in Nyköping, Linköping 
and Norrköping. All three towns are on the E4, one of the 
country’s main traffic arteries spanning 500 kilometers (311 
miles) from the capital of Stockholm to the major trade and 
shipping city of Gothenburg.

Given the tight submarkets benefiting from strong demand and 
limited supply, coupled with low rents with growth potential 
and net leases with high net operating income (NOI) margins, 
this investment illustrates the essentiality of active management 
to navigate through and capitalize on prevailing conditions. No 
single event will deliver the portfolio performance; instead, the 
active tenant management, portfolio granularity and spread of 
risk, together, will deliver performance. 

After a failed sale process, the portfolio was secured off market 
at a significant discount to its mid-2022 value, demonstrating 
that with astute portfolio management and strategic investment 
maneuvering, value can be derived amid the complexities of 
the market. 

For PATRIZIA, the investment rationale was clear. While the 
current rents are relatively low, they offer growth potential, as 
the tight submarkets demonstrate strong demand and limited 
supply. Moreover, there is the potential to grow the NOI yield 
to around 8 percent through lease renewals and regears, while 
enhancing the assets’ environmental, social and governance 
(ESG) credentials can further improve the NOI yield. 

The broader Swedish macroeconomic context reinforces the 
investment’s attractiveness. Notwithstanding the headwinds 
assailing Europe’s broader economy, Sweden boasts region-
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leading GDP and population growth, especially in high-density 

industrial “cluster” submarkets in Mälardalen, around Stockholm, 

and the major western cities of Gothenburg and Malmö. 

The operational dynamics, influenced by a decreasing light 

industrial supply during the past 25 years, have driven frictional 

vacancy rates below 2 percent and promoted robust long-term 

rental growth (a five-year CAGR of more than 5.0 percent per year).

Additionally, there has been a notable shift in the behavior of 

Nordic REITs and local investment groups, which curtailed their 

investments in 2023 due to overleveraging. This paves the way 

for astute investors to capitalize on overcorrection in a turbulent 

market, leading to a wealth of opportunities.

A confounding investment environment

In dovetailing this case study back into the broader narrative 

of the real estate reset, it becomes abundantly clear that 

the current economic and market challenges will bring risk-

adjusted opportunities. European real estate’s allure lies in its 

diversity, with each country’s market having its unique pace, and 

therefore, it is crucial to be ready with the capital to spend. 

Success in such a confounding investment environment will be 

based on experience. An experienced team that has weathered 

multiple cycles, learning from both failures and successes, will 

be well equipped to handle forthcoming challenges.

But while history offers valuable lessons, it does not provide 

all the answers, especially given the ongoing dramatic shifts 

in property sectors and their alternatives. A proficient team 

must be versatile, open to new ideas and approaches, and 

encourage constructive discussions. 

On the asset front, properties with higher risks or transitional 

strategies have faced significant downturns due to risk 

recalibration. The disparity in returns between primary and 

value-added properties is undergoing a broader revision, and 

this is expected to persist throughout 2024.

Despite the ongoing adjustments, there is evidence of 

overcorrection, as our Swedish example highlights. Being 

poised to capitalize on these fluctuations will be critical for 

those aiming for outsized returns.
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