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Global Real Estate Strategic Outlook 

First Quarter 2023 

 
 

IN A NUTSHELL 
 

 

 — Global real estate has entered a period of correction. Valuations lag behind market pricing in most markets. 

— European correction looks most advanced and is expected to support outperformance over the coming years. 

— Divergence in regional and sector performance renewing the case for global portfolio diversification. 
  

 

Ongoing market correction laying the foundations for higher returns 
Valuation correction gained momentum throughout the final months of 2022 

The global real estate market has entered a period of price correction. Having held up well during the first half of 2022, the sector has 

succumbed to the relentless rise of interest rates. Faced with negative financing yields and the drag of the denominator effect, investors 

paused, transaction volumes tumbled, and yields increased. Despite exceptionally strong rental growth, by the end of the year, most 

markets were recording sharply falling prices. 

 

Europe’s correction looks most progressed, with the US not far behind. Faced with an energy crisis and recession, sentiment in Europe has 

been particularly poor, pushing total returns in the third quarter of the year into negative territory1. Having held up better, the US also 

turned sharply negative in the final months of the year.2 APAC has so far been the outlier, recording little in the way of value correction. In 

part, the result of robust rental growth in Korea, Australia and Singapore, Japan drove the difference, with stronger performance on the 

back of prolonged monetary support. 

 

Quarterly Real Estate Total Returns by Region (%) 

 

Source: GREFI, January 2023 

 

 
1 INREV, November 2022 
2 NCREIF, January 2023 
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1 / Real Estate Outlook  

Real estate prices fell sharply during the final part of 2022, and while valuations are continuing to move lower, 

strong occupier fundamentals and a potential peak in interest rates are laying the foundations for recovery and 

a period of strong returns. 

1.1 Values moving lower but prices may already be nearing a low point in some locations 

How far will valuations decline is not an easy question. Across the three regions, our latest forecasts are showing a decline of anywhere 

between 10-30%, but as ever this varies considerably by location, sector and quality. Given the expected frailty of the global economy, we 

see secondary assets as the most vulnerable. Not only this but following an almost decade-long period of unbroken price growth, there is 

a strong possibility that risks have not been fully priced. 

 

Pricing running ahead of valuations 

We expect that this period of correction has further to run, but with fewer transactions, appraisers are often struggling to accurately 

determine the true value. However, when assets do trade, sales prices are normally coming in below book value. As such, while data from 

valuation appraisals may track lower for some time, in some cases achieved sales prices may already be close to reaching a low point. This 

is an important distinction.  This mismatch between pricing and valuations could weigh on liquidity, sustain the gap between buyer and 

seller expectations and reduce inflows into established open-ended vehicles, while also increasing demand for both re-priced assets and 

funds without significant legacy.  

 

Office and the US expected to experience the most significant correction  

At the sector level, office looks most vulnerable, with growing evidence from markets such as London and New York that assets are already 

trading at a considerable discount to six months ago. Retail is also exposed, particularly in Europe. Still high on many investor wishlists, 

residential and industrial have not been immune to this downturn, and in those places where capital had previously pushed yields to record 

lows, the price correction in these two sectors has often been brutally swift. 

 

Having held up well, the US market is expected to see significant falls as the consequences of Fed tightening and an expected recession 

push vales into negative territory. The decline in the US is heavily influenced by a very weak outlook for the office sector.  

 

Our outlook for Europe is less severe and in line with less aggressive monetary tightening and what now seems to be a more benign 

economic outlook. Our estimate of a peak-to-trough fall in values of around 15-20% is also in line with recent transaction evidence, with 

growing evidence of prime assets in the most liquid markets receiving bids at this level of pricing.   

 

The outlook for APAC is relatively strong, with a peak-to-trough valuation decline in the region of 10%. This number flatters the region, 

however, as the strength of Japan masks corrections in Korea and Australia similar in magnitude to that of Europe. We should also not be 

complacent in the outlook for Japan. While our central scenario assumes the Bank of Japan continues to hold onto its ultra-loose monetary 

policy, there is a downside risk to this view. 

 

When will valuations reach their low point? 

In all three regions, we expect valuations to be at, or very close to, reaching a low point by the end of 2023. There are a few exceptions, 

most notably US office, where vacancy rates of over 20%3 are projected to continue to weigh on rents and values into the middle of the 

decade. Again it is important to stress the lagging effect of valuations. The valuation and performance data reported across indices from 

 

 
3 CBRE, January 2023 
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NCREIF to INREV, ANREV to MSCI, in the vast majority of cases will be a reflection of transactions started and completed months 

beforehand. 

 

1.2 Recovery emerging in 2023 

Signs of recovery are expected to emerge this year, before gaining momentum through to the middle of the decade. Annual returns during 

this recovery phase are forecast to rise well above their historical annual average in response to both rental growth and the return of yield 

compression. 

 

Low vacancy and moderating development pipeline to support an acceleration of rental growth 

Nothing lasts forever. Recessions end and prices eventually find their floor. This period will be no different as the combination of repricing, 

strengthening occupier fundamentals and improved investor confidence come together to support a period of above-average performance.  

 

Globally the occupier market is forecast to be relatively weak throughout 2023 and 2024, recording only modestly positive rent growth in 

each of these years. However, this is notably more positive than in previous downturns. In all of the last major downturns from the early 

90s through to the GFC, global real estate rents have fallen by somewhere between 5-10%, and often for as long as three years.4 

 

The difference today is both economics and real estate. Unlike the GFC, we do not expect to see a severe economic downturn, with relatively 

few jobs lost in the process. It's important not to be complacent about this, but on the whole, this outlook should have only a modest drag 

on demand. More important perhaps is the strength of the occupier market going into this downturn. Unlike Dot.com or the early 90s, the 

sector has been disciplined, sometimes to the point of restriction, in the development of new stock. Despite hangovers from the pandemic, 

exceptionally high office vacancy in the US, and ongoing structural challenges in European retail, average global vacancy rates are broadly 

in line with their historical average, pulled down by exceptionally low availability across the industrial and residential sectors.  

 

The development pipeline has also been reduced. Rising construction costs and reduced development financing, coupled with an uncertain 

market climate, have forced many to rethink future projects. Add to these several years of pandemic-related disruption and the number of 

new projects expected to be delivered over the coming years is low.  

 

Economic growth, modest vacancy and a diminished pipeline should support faster rental growth through the middle of the decade. Add 

to this an expectation that as inflation moderates, central banks loosen policy and investor confidence builds, real estate yields will see a 

 

 
4 PMA, NCREIF, JLL, Cushman & Wakefield, CBRE, DWS, January 2023 

Peak to Trough Rental Growth During Periods of Economic Stress (%) 

 

Source: DWS, MSCI, NCREIF, PMA, Various Broker Sources, February 2023. 
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period of modest compression over the coming five years. This upturn in performance is set to occur first in Europe and APAC, with the US 

economic cycle dragging on rents throughout 2024. 

 

Total return expectations 

Annual total returns are forecast to be just 4.3% in the years 2023 to 2027, which would in effect make this one of the weakest five-year 

periods for global real estate in over twenty years. However, we must remember that this outlook is heavily frontloaded, and influenced 

by our expectations for US valuations during 2023. Indeed, our short-term outlook for the US pushes the region into third place over these 

five years, with APAC and in particular, Europe projected to record considerably higher returns. Yet after a period of re-pricing in 2023, US 

real estate is expected to rebound sharply over the ensuing years. 

 

At the sector level, the outlook is not dissimilar from much of the past decade. Once again industrial and residential top our outlook, with 

both sectors continuing to benefit from low vacancy and outsized rental growth. However, unlike in previous years, office rather than retail 

takes last place. Again, this is the result of our outlook for US office, as the sector in Europe and APAC is expected to perform not dissimilar 

to the regional average.  

 

Real Estate Total Return by Region (% per annum, 2023-27F) 

 

Source: DWS, January 2023 
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2 / Investment Strategy  

Having been through a period of converging investment strategies, we look to be entering a period of 

divergence across the three regions. Our outlook on market timing, sector calls and investment strategies are 

once more showing the attraction of global diversification. 

2.1 Global divergence 

There is a sense of unease permeating throughout much of the investment community. Whether uncertainty over future valuations, 

concerns over access to finance or an ongoing lack of liquidity, investor caution is likely to remain for at least the first half of this year. But, 

as is often the case with these periods of price correction, those that are willing and able, could today gain access to some exceptional 

investment opportunities.  

 

Region, city and sector returns 

Looking at the five largest cities per region, we see European names tending to the top of our hierarchy. Despite ongoing concerns about 

the national economy, London tops our outlook across all sectors, reflecting in part the speed and depth of the UK real estate correction. 

Paris also looks well positioned with ongoing supply constraints, while the German cities, having seen a surge in yields during the final part 

of 2022, may have now seen the bulk of the price correction. 

 

APAC cities are also expected to be some of the top-performing markets. Having been one of the better-performing markets during 2022, 

we’re now relatively cautious about Tokyo. Yields in Japan have continued to fall, while Tokyo office is now set to see a sharp increase in 

new supply. We’re more positive in our outlook for Seoul and the Australian cities, where price correction is already somewhat more 

advanced. The Korean capital continues to record strong rental growth, with the vacancy in the office sector falling to less than 3%, while 

in cities such as Melbourne and Sydney, rents look well positioned for a bounceback, following some of the largest falls in net effective 

rents during the pandemic period. 

 

Almost without exception, US cities sit at the bottom of our hierarchy. However, it’s important to remember that we expect much of this 

correction to have passed before the end of 2023. Indeed, in the four years from 2024, our outlook for the region is one of outperformance 

over the global average, with the residential and industrial sectors, short of quality stock, forecast to record double-digit returns over this 

period. This is not the case for office, where vacancy rates of between 15% in New York, and 24% in Dallas are expected to weigh on 

performance for several years to come. 
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Real Estate Return by City and Sector (% per annum, 2023-27F) 

 

Source: DWS, January 2023 

 

2.2 Occupier fundamentals supporting higher risk strategies 

Global real estate market fundamentals are generally in good shape. Vacancy is low and the development pipeline is under control. In 

previous years this may have tempted more capital to shift into active management and value add, but looking at recent investor intention 

surveys this is so far not the case. There remains a high degree of caution across the investment community, potentially creating a window 

of opportunity. 

 

Supply shortages support living sector development 

We see a strong case for the development of residential space. At around 4% vacancy in the US and 2% in Europe, there is a clear lack of 

good quality, affordable stock, with few signs of improvement. The situation may only get worse, as rising mortgage costs push more people 

into the rental sector. In both regions, we favour well-connected suburban locations for rental housing, with additional space available for 

periods of remote working. And while we are more cautious about urban locations, in Europe we increasingly favour urban co-living 

operations, providing young professionals with a ready-made community and additional services such as co-working space. We increasingly 

favour this sort of operational residential, including student and senior, particularly the development of quality assets in partnership with 

established operators, who at present may be seeking the support of institutional capital. 

 

Office refurbishment in Europe, and emerging locations in APAC 

We have a strong conviction about the need for better European office space. Constrained development, environmental regulations and a 

push from tenants to take high-quality, low-carbon space, are all expected to culminate in a continued shortage of next-generation office 

stock. Supported by a growing price differential between the best and the rest, we, therefore, see an opportunity to achieve attractive 

returns through the refurbishment of older stock – refurbishment rather than newbuild, saving carbon and supporting the growing number 

of occupiers looking for this type of space. Not appropriate for all locations, we favour this strategy in central locations, within high-

productivity cities such as London and Paris, where occupiers are willing and able to pay higher rents, in line with the delivery of best-in-

class, environmentally certified space. 

 

We see fewer opportunities to target office in the US, but continue to favour emerging locations in fast-growing cities in the APAC region. 

Places such as Collingwood in Melbourne or Pangyo in Seoul may see a sustained convergence of rents towards the CBD, as occupiers 

increasingly favour central but mixed-use locations. Accessing these locations can be difficult, but where developers are looking to sell, we 

see opportunities to enter at price reflecting the recent market correction. 
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Industrial returning as a global investment theme  

Finally, the logistics sector is once more a global investment theme. Rarely questioning the drivers of rent growth, in Europe over recent 

years we had grown concerned over pricing, particularly in less constrained corridor markets. The aggressive repricing of recent months 

both provided validation to these concerns, but is also now supporting a return to the sector. As shown, the sector is expected to be one 

of the best performing in all three regions, while strong demand, low vacancy and in some places a lack of modern stock, support investors 

taking on an active management approach. Delivering new product in large population centres (London, Sydney, New York), rolling out 

logistics capacity in emerging regional hubs (Bushan, Korea, US Mountain West), and supporting the transformation of Europe’s logistics 

supply chains in CEE markets such as Poland, we see room for outsized returns with relatively low void risk. 
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Important information  

For North America: 
The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment products, or DWS Investment Management Americas, Inc. and 
RREEF America L.L.C., which offer advisory services. 
 
This material was prepared without regard to the specific objectives, financial situation or needs of any particular person who may receive it. It is intended for informational purposes only. It does not consti-
tute investment advice, a recommendation, an offer, solicitation, the basis for any contract to purchase or sell any security or other instrument, or for DWS or its affiliates to enter into or arrange any type of 
transaction as a consequence of any information contained herein. Neither DWS nor any of its affiliates gives any warranty as to the accuracy, reliability or completeness of information which is contained in 
this document. Except insofar as liability under any statute cannot be excluded, no member of the DWS, the Issuer or any office, employee or associate of them accepts any liability (whether arising in 
contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage whether direct, indirect, consequential or otherwise suffered by the recipient of this 
document or any other person. 
 
The views expressed in this document constitute DWS Group’s judgment at the time of issue and are subject to change. This document is only for professional investors. This document was prepared without 
regard to the specific objectives, financial situation or needs of any particular person who may receive it. No further distribution is allowed without prior written consent of the Issuer. 
 
Investments are subject to risk, including market fluctuations, regulatory change, possible delays in repayment and loss of income and principal invested. The value of investments can fall as well as rise and 
you might not get back the amount originally invested at any point in time. 
 
An investment in real assets involves a high degree of risk, including possible loss of principal amount invested, and is suitable only for sophisticated investors who can bear such losses. The value of shares/ 
units and their derived income may fall or rise. 
 
War, terrorism, sanctions, economic uncertainty, trade disputes, public health crises and related geopolitical events have led, and, in the future, may lead to significant disruptions in US and world economies 
and markets, which may lead to increased market volatility and may have significant adverse effects on the fund and its investments.  
 
For Investors in Canada.  No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or the merits of the securities described herein and any representa-
tion to the contrary is an offence. This document is intended for discussion purposes only and does not create any legally binding obligations on the part of DWS Group. Without limitation, this document 
does not constitute an offer, an invitation to offer or a recommendation to enter into any transaction. When making an investment decision, you should rely solely on the final documentation relating to the 
transaction you are considering, and not the document contained herein. DWS Group is not acting as your financial adviser or in any other fiduciary capacity with respect to any transaction presented to you.  
Any transaction(s) or products(s) mentioned herein may not be appropriate for all investors and before entering into any transaction you should take steps to ensure that you fully understand such transac-
tion(s) and have made an independent assessment of the appropriateness of the transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of entering into 
such transaction. You should also consider seeking advice from your own advisers in making this assessment. If you decide to enter into a transaction with DWS Group, you do so in reliance on your own 
judgment. The information contained in this document is based on material we believe to be reliable; however, we do not represent that it is accurate, current, complete, or error free. Assumptions, esti-
mates, and opinions contained in this document constitute our judgment as of the date of the document and are subject to change without notice. Any projections are based on a number of assumptions as 
to market conditions and there can be no guarantee that any projected results will be achieved. Past performance is not a guarantee of future results. The distribution of this document and availability of 
these products and services in certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part, without our express written permission. 
 
For EMEA, APAC & LATAM: 
DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering products or services are specified in the relevant documentation. 
DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and employees (collectively “DWS”) are communicating this document in good faith and on the following basis. 
 
This document is for information/discussion purposes only and does not constitute an offer, recommendation, or solicitation to conclude a transaction and should not be treated as investment advice. 
 
This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations requiring the impartiality of financial analysis or prohibiting trading 
prior to the publication of a financial analysis. 
 
This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, models, and hypothetical performance analy-
sis. No representation or warranty is made by DWS as to the reasonableness or completeness of such forward looking statements. Past performance is no guarantee of future results. 
 
The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, completeness, or fairness of such information. All third-party data is 
copyrighted by and proprietary to the provider. DWS has no obligation to update, modify or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any 
opinion, projection, forecast, or estimate set forth herein, changes or subsequently becomes inaccurate. 
 
Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents. 
 
No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of assumptions which may not prove valid. 
DWS does not give taxation or legal advice.  
 
This document may not be reproduced or circulated without DWS’s written authority.  
 
This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country, or other jurisdiction, including the 
United States, where such distribution, publication, availability, or use would be contrary to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction 
not currently met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, such restrictions. 
 
© 2023 DWS International GmbH 
 
Issued in the UK by DWS Investments UK Limited which is authorised and regulated by the Financial Conduct Authority (Reference number 429806). 
© 2023 DWS Investments UK Limited 
 
In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by the Securities and Futures Commission. 
© 2023 DWS Investments Hong Kong Limited 
 
In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not been reviewed by the Monetary Authority of Singapore. 
© 2023 DWS Investments Singapore Limited 
 
In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640) and the content of this document has not been reviewed by the Australian Securities Invest-
ment Commission. 
© 2023 DWS Investments Australia Limited 
 
For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda only in compliance with the provisions of the Investment Business 
Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. Additionally, non-Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda unless 
such persons are permitted to do so under applicable Bermuda legislation. 
 
For investors in Taiwan: This document is distributed to professional investors only and not others. Investing involves risk. The value of an investment and the income from it will fluctuate and investors may 
not get back the principal invested. Past performance is not indicative of future performance. This is a marketing communication. It is for informational purposes only. This document does not constitute 
investment advice or a recommendation to buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer to buy any security. The views and opinions expressed herein, 
which are subject to change without notice, are those of the issuer or its affiliated companies at the time of publication. Certain data used are derived from various sources believed to be reliable, but the 
accuracy or completeness of the data is not guaranteed, and no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication, extraction, or transmission of the 
contents, irrespective of the form, is not permitted. 
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