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Scarcity: Navigating Supply-Constrained European Markets 
IN A NUTSHELL 

 
 

— DWS created a framework to assess the immediate and long-term supply outlook to identify supply-constrained markets with 
strong rent growth prospects in Europe.  

— Residential sector remains most supply-constrained with chronic and increasing undersupply, especially in German top-7 cities 
and Copenhagen 

— Logistics still has low availability of best-in-class product with high specifications, despite recent uptick in new supply in markets 
such as Belgium, the Netherlands and Paris 

— Office sector shows big differences between (sub)markets and quality of stock, favouring markets such as London West End, 
Paris CBD and Munich 

 

Since the beginning of the second half of 2024, we sense a shift in the mood and investor confidence. We’ve come a long way, from interest 
rates peaking in 2023, and recently the first set of cuts by various European Central Banks. This change heralds a new era of cautious 
optimism as the markets adjust to the easing monetary policies. With inflation nearing target, there’s a palpable sense of relief that the 
tough measures taken by central banks have done their job. Looking ahead, now the interest rate storm has passed, we should turn our 
focus back to real estate fundamentals.
 
Predicting future interest rates, and ultimately property yields is difficult, especially given the wide range of factors influencing interest 
rates – and the elusive “neutral rate”. Conversely, rent growth is a relatively easier component to forecast occupier demand, vacancy rates 
and expected new supply, as well as other structural and economic factors. Often the vacancy rate – and the change in vacancy – is the 
biggest driver of near-term rent growth. Barriers to future supply, development margins and the impact of regulations on future supply are 
a good gauge of medium-to-long-term rent growth. To identify markets with strong rent growth, we have developed a framework to assess 
the supply outlook.  
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1.1 Vacancy vs. Supply Outlook 
Analysis to identify the most supply-constrained European markets 
The current vacancy rate is a pivotal initial starting point for expected rent growth. The vacancy rate reflects the immediate availability of 
space but also influences future development decisions. Data on vacancy rates are generally widely available, and therefore immediate-
term market rent growth is typically priced into property yields. Next, the expected change in these vacancy rates is a critical indicator of 
market trends, signalling near-term shifts in supply and demand dynamics. We estimate the change in vacancy rates based on the current 
supply pipeline and expected net absorption. 
 
Growth in construction costs, estimated exit capital values and ultimately development margins impact the medium-term supply outlook. 
Low development margins can significantly limit future supply, as developers may be hesitant to embark on new projects if the expected 
return does not justify the investment, leading to a slowdown in construction activity.  
 
Lastly, barriers to supply and regulation are poised to have a profound impact on the long-term supply outlook. Geographic constraints – 
such as limited available land – and legislative barriers like zoning restrictions substantially hinder the supply of new developments. New 
regulations, including sustainability-related factors, while important may also result in tighter supply if they increase costs or extend 
development timelines. 
 
The chart below provides a tool for investors and developers to help assess market conditions and make informed decisions about property 
development, acquisition, and leasing strategies. A low vacancy rate coupled with a limited supply outlook suggests a landlord’s market, 
where demand outstrips supply, potentially leading to higher rents and lower tenant incentives. We may see differences in rent growth 
between micro locations and quality of stock, and rent growth is not the only factor that determines an investment decision. 
 

Figure 1: European Market Vacancy Rate vs. Supply Outlook 

 

Note: Office vacancy refers to Grade A vacancy 
Source: DWS, Broker Sources, Oxford Economics, Green Street, August 2024 
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1.2 The results 
Where are the supply-constrained markets in Europe? 
Our analysis looks at the attractiveness of a market based purely on supply-related metrics. We believe these markets could exhibit 
strong rent growth over the next 5 years, but also beyond (see figure 2). 
 
Residential – Most supply constrained, with chronic and increasing undersupply  
— Berlin and Munich: Exhibit virtually no vacancy, putting strong upward pressure on rent growth in the unregulated part of the market. 

Falling construction activity is enhancing demand-supply imbalances. Demand for housing continues to grow due to urbanization, a 
robust job market, and an influx of international residents. 

— Copenhagen: A vibrant and competitive, reflecting the city’s status as a desirable place to live. The demand for rentals remains high, 
driven by the city’s growing international community and the preference among many residents for flexibility, whilst development 
starts have fallen sharply over recent months. 

 
Logistics – Still low availability of high-quality stock, despite uptick in new supply 
— Netherlands: Forecast to be one of our top-performing markets, with virtually no vacancy for modern units and a limited supply of 

zoned land constraining speculative development. However, demand remains high as a key logistics and distribution hub in Europe, 
thanks to the country’s strategic location and advanced infrastructure.  

— Paris: Demand for logistics space in the greater Paris region has outpaced the available supply, particularly for large-scale warehouses. 
This imbalance is exacerbated by the limited availability of land suitable for logistics use within the city’s dense urban environment.  

— Belgium (Brussels/Antwerp): Antwerp, with its bustling port, faces a high demand for logistics space, challenging the city’s ability to 
expand rapidly enough to accommodate the growing needs. Similarly, Brussels, a pivotal logistics hub in Europe, grapples with the 
scarcity of available space due to its dense urban setting. 

 
Office – Big differences between office (sub)markets and quality of stock 
— London West End: Market conditions remain tight and upward pressure on prime rents persists. The scarcity is prompting developers 

to focus on refurbishing existing buildings and converting other types of spaces into offices, rather than constructing new ones, due 
to the historical and regulatory complexities of the West End. 

— Paris CBD: With new planning laws prioritizing the conversion of office space to residential use to meet housing demands, the 
availability of office space is becoming increasingly limited. This shift is leading to a tighter market with fewer options for businesses 
seeking premium office locations in the heart of Paris. 

— Munich: Remains a highly sought-after location for firms looking to capitalize on its economic strength and cultural appeal. Conversions 
in central locations are pushing up prime rents given the flight to quality and a smaller office footprint. Polarisation is visible as the 
vast majority of take-up is in the city centre. 
 

Figure 2: Rent Growth (2023-2028F, p.a.) 

 

Source: DWS, July 2024 
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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 constitute 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 representation 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 recom-
mendation 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 transaction(s) and have made an independent assessment of the appropri-
ateness 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, estimates, 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 & MENA: 
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, opin-
ions, models, and hypothetical performance analysis. 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. 
 
© 2024 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). 
© 2024 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. 
© 2024 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. 
© 2024 DWS Investments Singapore Limited 
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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 Investment Commission. 
© 2024 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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