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Briefing note
Investment : France remains an 
attractive proposition Q1 2018

Savills World Research 
France Investment

■ The French investment market is up 
+13% y-o-y, with almost €4,000 million 
invested in the first quarter of 2018. 
However, this is slightly below the past 
five years average. 

■ In terms of overall performance, the 
market performed better in the regions 
(+24%), than in the Ile-de-France area 
(+9%). The office asset class posted 
a stable performance, while retail, 
industrial and alternative real estate 
assets are on the rise - investors are 
open to diversifying at the slightest hint 
of an opportunity. 

■ A clear sign of the confidence in 
the French market is the fact that 
investors are overcoming the lack 
of Core investment opportunities by 
taking on more risk, therefore driving 
up the number of Value Add and 
Opportunistic deals closed.

■ International investors have made 
a remarkable comeback; for the first 
time in a long while, foreign investment 
is almost on a par with that of French 
buyers.

■ After gradually stabilising, prime 
yields now seem to have plateaued at 
record low levels.

■ However, the spread with bond 
yields remains very wide, meaning 
French real estate remains an attractive 
investment option.

« The French market is back on 
everyone’s radar, with foreign 
investment already showing 
growth potential »  Boris Cappelle, 
Investment director

IN BRIEF
Not quite plain sailing yet
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Q1 2018: Decent 
results, scope for 
growth

Almost €3,900 million was invested 
in commercial real estate assets in 
France over the first 3 months of 
2018, representing a 13% increase in 
investment volumes y-o-y.

Such growth is encouraging, especially 
as the record peak in activity seen in 
the last quarter of 2017 could have 
caused the market to dry up. Although 
opportunities in some segments have 
become scarce (particularly in terms 
of Core assets), this has been partly 
overcome by investors broadening 
their scope; a strategy which 
underlines their continued interest in 
the French market.

Although this is encouraging, we must 
not let it hide the fact that in reality the 
French market is somewhat stifled. 
Core asset owners are not willing 
to sell because they cannot easily 
reinvest their capital gains. Proof of this 
lies in the fact that the Core segment’s 
Q1 2018 performance is below the 
five-year average (€4,100 million).

Investors open to 
diversifying

Traditionally, investment volumes in the 
French market tend to be concentrated 
in the Ile-de-France region, and 
particularly in Parisian office assets. 
Q1 2018 results have not broken this 
trend (73% of investment was again 
concentrated in the Paris region, and 
offices represented 72% of the French 
market), but some changes are starting 
to emerge.

Investment volumes in the regions 
were up 24% y-o-y, from just under 
€860 million in Q1 2017, to almost 
€1,100 million in 2018. In contrast, 
the Ile-de-France region posted an 
increase of only 9%. It is therefore 
clear that at the beginning of 2018, 
the pockets of investment were less 
visible. This trend is also apparent 
within the Paris region – benefitting 
markets other than the CBD, La 
Defense and the Western Crescent. 
It is the case in central Paris, in the 
Marais for example (with Generali’s 
acquisition of Fhive and Coeur Marais), 
and the Gare de l’Est district (Union 
Investment purchased the Euro 
Alsace building), as well as in sectors 

in the Inner Suburb (Docks en Seine, 
acquired by BNP Paribas). 

An analysis by asset class also shows 
a trend for diversification – while 
investments in office buildings are 
stable, they are up 48% for retail 
assets, up 80% for industrial, and up 
117% for alternative real estate assets.

However, it remains early days for 
this trend for diversification seen 
over this last quarter, which will 
need to be consolidated over the 
coming months. It could be reversed 
very quickly if some large "classic" 
deals that look set to complete, are 
indeed closed. Nevertheless, it both 
illustrates the continued high level 
of demand, and reveals investors' 

two aims: firstly, to escape the fierce 
competition generated by the all too 
rare opportunities to acquire universally 
popular assets (Core buildings with a 
prized address); and secondly, to tap 
into higher yields. 

More attractive returns 
at a (slightly) higher risk

In the French market, investors are 
clearly on the hunt for higher yields, 
with Pan European Core+ and Value 
Add funds heading up the list, after 
deciding to actively increase the share 
of French assets in their portfolios. 
This trend, which became clearer 
throughout 2017, was confirmed at 
the start of 2018, notably by a fall in 
the share of Core assets in the office 

GRAPH 1

Invested volumes in France 
The market has not reached its full potentiall
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segment, which dipped to under 70% 
of investment volumes in France in 
Q1 2018, compared to over 85% at 
the beginning of 2017. The Ile-de-
France region is leading the way in this 
respect.

Taking on greater risk in order to 
achieve both higher yields and loosen 
the vice-like grip caused by the lack 
of opportunities, is only possible on 
one condition – confidence. Investors 
must have confidence in the solidity 
of the French market and the national 
economy’s ability to maintain the 
conditions for robust and attractive 
fundamentals into the future, both 
in terms of supply, yields and sales 
opportunities.

International investors 
return en masse

There is undeniably an air of 
confidence in the French investment 
market, with investors starting to 
more widely recognise its resilience, 
depth and transparency. Against an 
international backdrop plagued by 
continued uncertainty surrounding 
Brexit, and political procrastination 
in Germany, Italy and Spain, France 
is emerging as a hub of stability; 
committed to an ambitious programme 
of reforms, and strengthened by 
improving capacity for growth. All 
factors that explain the marked 
increase in interest from foreign 
investors. 

After monopolising the French market 
for a decade, French investors’ market 
share has fallen sharply. They are still 
the predominant force, generating 
52% of investment volume in France in 
Q1 2018, but this is significantly down 
on last year, when their Q1 market 
share stood at 83%.

They have seen increased competition 
from British investors, who have made 
a notable comeback (rising from 
under 2% to over 10% of investment 
volumes). Although German investors’ 
market share remains stable (at 6%), 
growth from other European investors 
is impressive, jumping from 3% to 
13% (an increase largely driven by 
Italian investors). French market 
conditions, more favourable to the 
opportunistic strategies implemented 
by many American investors, also 
explain the strong growth in investment 
flows from the United States; their 
share has risen from 2 to 14%.

A question of yield

Investor interest in the regions 
and secondary sectors in Ile-de-
France, as well as in Value-Add and 
alternative assets, is gradually affecting 
achievable yields.

While Q1 2018 put an end to the 
gradual tightening of prime yields, they 
stabilised at very low levels: at a record 
low of 3.0% for Core CBD office 
assets. Although such levels still offer 

a yield advantage for the Core real 
estate class – the spread with bond 
yields stood at 228 base points at the 
end of March 2018, up slightly (+24bp) 
y-o-y – they remain well above the ten-
year average (199bp). However, many 
investors know that going beyond 
the CBD can result in gains of up to 
100bp in central Paris, and even more 
further afield. This explains both the 
one-off increases in Parisian peripheral 
areas and the regions, as well as the 
narrowing geographical differences.

GRAPH 3
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TABLE 1

Top deals in 2018 

Name/address City
Price
(€ m)

Buyer
Type of 
asset

FHIVE / COEUR MARAIS Paris 380 GENERALI OFFICE

METROPOLITAN 17 - 23 

Rue Philibert Delorme
Paris 256 JP MORGAN CHASE BANK OFFICE

Portefeuille Residalya France 189 ICADE ALTERNATIVE

59 rue de La Chapelle Paris 187
BLACKSTONE GROUP 

INTERNATIONAL PARTNERS
OFFICE

Portefeuille entrepôts France 156 GAZELEY INDUSTRIAL

EUROALSACE - 11-23 Rue 

d'Alsace
Paris 140 UNION INVESTMENT OFFICE

DOCK EN SEINE - 3 rue 

Paulin Talabot
St-Ouen 131 BNP PARIBAS REAL ESTATE OFFICE

2 Place de Rio de Janeiro Paris 125
ARDIAN

OFFICE

GRAND ECRAN - 30 Place 

d' Italie
Paris 101

J-P MORGAN FLEMING 

ASSET MANAGEMENT
OFFICE

Source: Savills
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However, if controlled and controllable 
risk is what investors are looking for, 
Value Add and Core+ asset classes 
offer far more attractive yields: the 
average gap between prime and 
secondary yields is 123bp in Ile-de-
France. This is appealing, given that 
many opportunistic investors see the 
potential for growth and increased 
value uplift in the medium term given 
the resilience of the lettings market 
and rental levels outside the prime 
segment. This explains the more 
aggressive Core+ and Value Add 
strategies that are pushing down initial 
yields for these asset classes.

Savills France 
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Outlook for 2018
Everything set fair, barring some clouds on the horizon

■ The outlook for the remainder of 
the year remains favourable for the 
French investment market, despite 
some concerns and foreseeable 
turbulence. These include the 
potential rise in the 10-year OAT 
government bond yield, the ECB’s 
possible tightening of monetary 
policies and unwinding of its 
quantitative easing programme as 
of September – all factors which are 
likely to drive investment in non-real 
estate asset classes, and complicate 
financing for some acquisitions.

■ Capital invested by investment 
funds also slowed at the end of 2017, 
as a result of the introduction of the 
IFI (French property wealth tax) in 
place of the ISF (French wealth tax). 
Shares in these funds are included in 
IFI calculations, meaning these key 
players have become less active on 
the investment market.

■ In contrast to these financial 
uncertainties, the fundamentals of 
the lettings market remain solid and 
should see medium-term growth in 
revenue generated by real estate 
assets confirmed thanks to French 

and European economic outlooks. 
The French investment market 
will therefore remain attractive for 
international investors, who could 
continue to increase their exposure 
in France.

■ This market climate should help 
stabilise prime yields across the 
board. However, a shift in trend in net 
initial yields does not seem to be on 
the agenda for 2018 due to the wide 
spread between real estate and bond 
yields, and due to potential rental 
uplift.

■ The French investment market 
should end 2018 with an investment 
volume around the €25,000 million 
mark, similar to the YE 2017 figure.


