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MODERN LOGISTICS IN EUROPE: A TIMELY
OPPORTUNITY FOR INSTITUTIONAL CAPITAL

EXECUTIVE SUMMARY

As the new European real estate cycle takes shape, we continue to see logistics as one of the more attractive investment
propositions, underpinned by three pillars:

- Sturdy occupier fundamentals - Demand remains broad-based across markets and sectors, supported by the ongoing
need for efficient distribution space.

- Positive investor sentiment and robust liquidity - Transaction activity has picked up, with logistics continuing to
command a large share of institutional allocations.

- Long-term structural drivers - The expansion of e-commerce, adoption of ESG standards, and the modernization of
supply chains all provide enduring support to the sector.

Economic risks have risen, but Europe’s economy has proved resilient to date, and the trajectory of monetary policy
remains broadly favourable. Against this backdrop, we believe investors should focus on modern, high-specification
assets—those increasingly favoured by occupiers for their efficiency, sustainability credentials, and technological
readiness. In our view, these attributes will be critical for delivering liquidity and income durability through the next cycle.
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(10.0) Relative to other major property types, logistics continues
to screen well on a risk-adjusted basis, supported by
(200) structural demand tailwinds and a healthy balance of supply.
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STURDY FUNDAMENTALS

Occupier fundamentals remain the cornerstone of European
logistics’ appeal. Since our last note dated March 2025, the
market has continued to rebalance, with vacancy standing at
5.3% as of June 2025.2 Core hubs such as Germany and the
Netherlands remain particularly tight, underscoring the depth
of demand in established locations.

Importantly, active development pipelines suggest that most
markets are now approaching peak vacancy levels, pointing to
more muted supply-side pressure in the near term. Reinforcing
this view, total European stock expanded by just 4% year-
on-year in June—the slowest pace of growth in more than a
decade. This moderation in new supply provides a constructive
backdrop for rental growth and income stability.
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TWO THEMES FOR THE NASCENT CYCLE

Flight to Quality

A defining theme of this nascent cycle is occupiers’ accelerating
flight to quality. Demand is increasingly concentrated in modern,
high-specification facilities, with older, less efficient stock
struggling to attract tenants. These assets deliver meaningful
operational and financial advantages, including:

- Higher clear heights, allowing greater storage efficiency
- Super-flat floors, enabling advanced automation

- Optimized dock door ratios, enhancing throughput

- Stronger floor load capacities, supporting heavier goods

Beyond operational benefits, these attributes align closely
with ESG and sustainability objectives. In 2024, 75% of
take-up across France, Germany, ltaly, Spain, and the UK was
in newly built space,® while 65% of occupiers surveyed by
CBRE indicated a willingness to pay a premium for net-zero-
ready facilities.*

Performance data reinforce this trend. Grade A vacancy in core
markets now sits below 3%, compared with materially higher
levels in secondary stock.5 Meanwhile, speculative pipelines
remain modest—just 1.0-1.5% of stock under construction in
Germany, France, and the Netherlands—suggesting vacancy
should remain low and rental growth resilient.®

We forecast rental growth of 2-3% annually over the next
five years. With average lease expiries still rolling at 10-15%
below market levels, there is clear potential for meaningful
NOI growth from mark-to-market opportunities.

Return of E-Commerce

After two years of relative inactivity, e-commerce occupiers
have staged a welcome return to the leasing market. Online
sales in France rebounded to pandemic-era peaks in 2024,

while volumes in the UK and the Netherlands are nearing
similar highs (Figure 4). Southern Europe continues to offer
additional upside, with sales per capita still low relative to
more mature markets (Figure 5).
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Source (Figure 4,5): Bevh, Fevad, ONS, Osservatorio eCommerce B2C,
Thuiswinkel, CNMC, Clarion Partners Global Research, as of Dec 2024.

According to JLL, e-commerce take-up reached approximately
1 million sgm in H1 2025, up 7% year-on-year and accounting
for around 9% of total activity.” Notably, Amazon has
announced plans to build four new fulfilment centres and
additional delivery stations in the UK as part of a £40 billion
investment programme spanning 2025-2027.8 This follows
earlier reports of a $15 billion U.S. warehouse expansion

tied to the company’s “regionalisation” strategy. Meanwhile,
Chinese marketplaces are sharpening their focus on European
expansion, driven by rapid platform growth, tightening
domestic regulation, and ongoing tariff uncertainties.

E-commerce growth remains a powerful structural driver

for logistics and a cornerstone of our high conviction in the
sector. Even under a conservative scenario of 5% annual
sales growth and assuming ~70,000 sqm of additional space
for every €1bn of sales, we estimate incremental demand of
roughly 1.3 million sqm per year across Europe’s six largest
markets—equivalent to about 10% of historical annual
absorption. In a more sustained 10% growth scenario, that
figure could rise to more than 22% of absorption.

ESTIMATED INCREMENTAL DISTRIBUTION SPACE
REQUIREMENTS FROM E-COMMERCE IN FR/DE/IT/ES/NL/UK

E-COMMERCE SALES GROWTH > 5% 10% 15%
Million sqm (pa) 1.3 3.0 4.9
% of 10-year average annual absorption 10.1% 22.4% 37.1%
Compares to size of.. market Brussels | Lisbon | Marseille

Source: Clarion Partners Global Research estimates based on national
e-commerce statistics and CBRE data.
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CONCLUSIONS

European logistics remains underpinned by strong
fundamentals and a resilient rental growth profile,
providing a solid foundation for long-term performance.
With asset values stabilising, liquidity improving, and
occupier demand showing signs of recovery, we think
this is an opportune time to allocate to the sector and
capitalise on its enduring strengths.

To fully capture the opportunities of this cycle, investors
should look forward—prioritising modern, newly-built facilities
that deliver state-of-the-art distribution capabilities. As

supply chains become increasingly technology-driven, a
forward-looking logistics portfolio will be essential for both
resilience and growth. We believe that the sector is at a turning
point. Investors who align portfolios with evolving occupier
requirements today should be best positioned to benefit from
a recovery and secure superior long-term returns.

1 CBRE.

2 CBRE, as of Q2 2025.

3 CBRE, as of Q4 2024.

4 CBRE, European Logistics Occupier Survey, July 2025.
5 Green Street, Industrial Sector Update, September 2025.
6 CBRE, as of June 2025.

7 JLL, Industrial Market Dynamics, Q2 2025.

8 Source: https://www.aboutamazon.co.uk/news/job-creation-and-investment/
amazon-40-billion-uk-investment. June 2025.

Past performance is not indicative of future results. This material does not constitute investment advice, nor does it constitute an offer in any product or strategy
offered by Clarion Partners LLC or Clarion Partners Europe, and should not be viewed as a current or past recommendation to buy or sell any securities. Any specific
investment referenced may or may not be held in a Clarion Partners client account. It should not be assumed that any investment, in any property or other asset,
was or will be profitable. Investment in real estate involves significant risk, including the risk of loss. Investors should consider their investment objectives, and it

is strongly suggested that the reader seek his or her own independent advice in relation to any investment, financial, legal, tax, accounting or regulatory risks and
evaluate their own risk tolerance before investing.
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WHAT ARE THE RISKS?

All investments involve risks, including possible loss of principal. Please note that an investor cannot invest directly in an index. Unmanaged
index returns do not reflect any fees, expenses or sales charges. Past performance is no guarantee of future results.

Equity securities are subject to price fluctuation and possible loss of principal.

International investments are subject to special risks including currency fluctuations, social, economic and political uncertainties, which could
increase volatility. These risks are magnified in emerging markets.

Commodities and currencies contain heightened risk that include market, political, regulatory and natural conditions and may not be suitable for all
investors.

Risks of investing in real estate investments include but are not limited to fluctuations in lease occupancy rates and operating expenses, variations
in rental schedules, which in turn may be adversely affected by local, state, national or international economic conditions. Such conditions may be
impacted by the supply and demand for real estate properties, zoning laws, rent control laws, real property taxes, the availability and costs of financing
and environmental laws. Furthermore, investments in real estate are also impacted by market disruptions caused by regional concerns, political
upheaval, sovereign debt crises and uninsured losses (generally from catastrophic events such as earthquakes, floods and wars). Investments in real
estate related securities, such as asset-backed or mortgage-backed securities are subject to prepayment and extension risks.

Any companies and/or case studies referenced herein are used solely for illustrative purposes; any investment may or may not be currently held

by any portfolio advised by Franklin Templeton. The information provided is not a recommendation or individual investment advice for any particular
security, strategy or investment product and is not an indication of the trading intent of any Franklin Templeton managed portfolio.

IMPORTANT LEGAL INFORMATION

This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be
reproduced, distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as at publication date and may
change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and may differ from
other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis of every material fact
regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy, stock market, bond market
or the economic trends of the markets will be realized. The value of investments and the income from them can go down as well as up and you may not
get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee of future performance. All investments
involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in that
connection and, as such, is provided to you incidentally. Data from third-party sources may have been used in the preparation of this material and
Franklin Templeton (“FT”) has not independently verified, validated or audited such data. Although information has been obtained from sources that
Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or condensed and
may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor be construed as a
recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities (if any) is not a sufficient
basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this information and reliance upon
the comments, opinions and analyses in the material is at the sole discretion of the user.

Franklin Templeton has environmental, social and governance (ESG) capabilities; however, not all strategies or products for a strategy consider “ESG”
as part of their investment process.

Products, services and information may not be available in all jurisdictions and are offered outside the US by other FT affiliates and/or their distributors
as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for further information
on availability of products and services in your jurisdiction.

Brazil: Issued by Franklin Templeton Investimentos (Brasil) Ltda., authorized to render investment management services by CVM per Declaratory Act n. 6.534, issued on October 1, 2001.
Canada: Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1400, Toronto, ON, MbH3T4, Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca. Offshore
Americas: In the US, this publication is made available by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906. Tel: (800) 239-3894 (USA Toll-Free), (877) 389-0076
(Canada Toll-Free) and Fax: (727) 299-8736. US: Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236, franklintempleton.com. Investments
are not FDIC insured; may lose value; and are not bank guaranteed.

Issued in Europe by: Franklin Templeton International Services S.ar.l. - Supervised by the Commission de Surveillance du Secteur Financier - 8A, rue Albert Borschette, L-1246 Luxembourg. Tel:
+352-46 66 67-1, Fax: +352 342080 9861. Poland: Issued by Templeton Asset Management (Poland) TFI S.A;; Rondo ONZ 1; 00-124 Warsaw. Saudi Arabia: Franklin Templeton Financial Company,
Unit 209, Rubeen Plaza, Northern Ring Rd, Hittin District 13512, Riyadh, Saudi Arabia. Regulated by CMA. License no. 23265-22. Tel: +966-112542570. All investments entail risks including loss of
principal investment amount. South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd, which is an authorized Financial Services Provider. Tel: +27 (21) 8317400, Fax: +2710 344 0686.
Switzerland: Issued by Franklin Templeton Switzerland Ltd, Talstrasse 41, CH-8001 Zurich. United Arab Emirates: Issued by Franklin Templeton Investments (ME) Limited, authorized and
regulated by the Dubai Financial Services Authority. Dubai office: Franklin Templeton, The Gate, East Wing, Level 2, Dubai International Financial Centre, P.0. Box 506613, Dubai, UAE. Tel:
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