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Figure 1: �European Real Estate Capital Flows

Source: Real Capital Analytics/MSCI. As of September 30, 2023.
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1.	 Source: Real Capital Analytics/MSCI. As of September 30, 2023.

2.	 Source: Barings Real Estate Research. As of December 31, 2023.

3.	 Source: AEW Research. As of October 2023.

High prolonged inflation and interest rates have caused a steep decline 

in European real estate values. The current pall over the asset class is 

beginning to clear, enhancing its long-term attractiveness at a favorable 

market entry point. A compelling opportunity is available today for value-

add investors. In particular, we believe there are a number of cyclical and 

structural forces that will drive occupier and capital demand, and therefore 

growth, in the short- to medium-term.

Cyclical Themes

The unwinding of more than a decade of low interest rates acted as a 

harsh reminder of the cyclicality of European real estate, with transaction 

volumes dropping over 60% from their 2021 peak (Figure 1). The trough of 

the property cycle is here, and the pace of valuation decline is expected to 

continue but at a much reduced rate. A peak to trough correction of about 

20% looks likely.1 Significantly, where sellers are stressed and perhaps unable 

to refinance, opportunities for even greater discounts may emerge—in some 

cases, 40% off peak pricing could be possible.2

While closer to bottoming out, the higher rate environment and value 

correction stresses borrowers who face refinancing events, particularly for 

assets with cash flow interruption, at a time when debt market liquidity 

from traditional sources is constrained. Through to 2027, it is estimated that 

there will be a €90 billion debt funding gap.3 In many cases, refinancing will 

require an insertion of fresh equity, providing an opportunity for investors 

who can take positions across the capital structure.  
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The risk of resurgent inflation is receding, but global geopolitical instability means it has not 

completely disappeared and values are still adjusting. But we are convinced these risks are 

outweighed by the potential upside of investing into a heavily corrected market. We seek 

to combine this value play as the cycle turns with a focus on sectors likely to benefit from 

three key structural megatrends:

1 . 	URBANIZ ATION & DEMOGR APHICS

The number of urban dwellers—already accounting for 56% of global population—is 

forecast to double to over nine billion people by 2050.4 The dearth of free-market and 

subsidized housing supply in many western European cities, compounded by restrictive 

construction policy, provides sustained upward pressure on rents. Student housing 

represents a ‘micro version’ of the problem. While Europe is home to roughly half of 

the top globally-ranked universities,5 there is a chronic undersupply of modern fit-for-

purpose student accommodation, particularly in Italy and Iberia (Figure 2).

4.	 Source: The World Bank. As of April 2023.

5.	 Source: Times Higher Education rankings. As of June 2023.

“In many cases, refinancing will require an insertion of fresh  
equity, providing an opportunity for investors who can take 

positions across the capital structure.”

Figure 2: �Number of Students to Number of Beds

Source: CBRE. As of May 31, 2023.
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6.	 Source: ONS. As of July 2023.

7.	 Source: The Industrial Land Commission. As of January 2022.

2 . 	TECHNOLOGY

Technology’s impact on real estate can perhaps best be seen in how 

fast-growing e-commerce is changing logistics supply chains. Simply 

put, e-commerce—which already accounts for 25% of total sales 

in the U.K.—requires large warehousing space near urban areas to 

satisfy customer demand for quick deliveries.6 Supply of warehousing 

facilities, however, is constrained. For instance, while London’s 

population has grown by 32% since 2000, its supply of industrial 

land has shrunk by over 40%.7 Similar situations throughout Europe 

result in extremely tight supply of modern warehouse stock, which 

is likely to remain low as construction continues to lag growing 

demand. That provides an opportunity for new development. We see 

particular value in industrial outdoor storage (IOS) in the U.K.  

In addition to e-commerce, we see other potential opportunities 

arising from generative AI during the coming cyclical upswing. 

3. 	SUSTAINABILIT Y 

Regulatory and social pressures have made sustainability a priority 

issue, with the most sustainable buildings attracting rental and 

cap rate premiums over others. Since sustainability has long 

been integrated in our value-add approach as an alpha generator, 

whenever we are retrofit or redevelop assets we target net zero 

carbon emissions, which we believe will become the future 

standard. We have been successful in doing this at our recently 

completed Open 336 office development in Milan, Italy and in 

numerous other assets including the Tide Bankside office and 

Momentum logistics park, both in London, which we believe will be 

market-leading on completion.

Takeaway

While real estate remains challenging, the current landscape presents 

attractive opportunities given the likelihood that the current cycle is 

reaching its bottom. Preparing for the coming upswing, we are focused 

on sectors benefitting from the strongest structural tailwinds—logistics 

and living, in particular—while also being prepared to capitalize on 

tactical value opportunities from market dislocation and distress. 

Overall, we remain convinced that the current vintage will be a 

compelling one for European value-add.
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IMPORTANT INFORMATION

Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are 

subject to change without notice, dependent upon many factors. Any prediction, projection or forecast is not 

necessarily indicative of the future or likely performance. Investment involves risk. The value of any investments 

and any income generated may go down as well as up and is not guaranteed by Barings or any other person. 

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio 

compositions and or examples set forth in this document are provided for illustrative purposes only and are not 

indicative of any future investment results, future portfolio composition or investments. The composition, size of, 

and risks associated with an investment may differ substantially from any examples set forth in this document. No 

representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes 

in the currency exchange rates may affect the value of investments. Prospective investors should read the offering 

documents, if applicable, for the details and specific risk factors of any Fund/Strategy discussed in this document.

Barings is the brand name for the worldwide asset management and associated businesses of Barings LLC and its 

global affiliates. Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia 

Pty Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring International Investment Limited, Baring 

Fund Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset Management (Asia) 

Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland Sarl, Baring Asset Management Korea 

Limited, and Barings Singapore Pte. Ltd. each are affiliated financial service companies owned by Barings LLC (each, 

individually, an “Affiliate”). Some Affiliates may act as an introducer or distributor of the products and services of 

some others and may be paid a fee for doing so.

NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase 

or sale of any financial instrument or service in any jurisdiction. The material herein was prepared without any 

consideration of the investment objectives, financial situation or particular needs of anyone who may receive it. 

This document is not, and must not be treated as, investment advice, an investment recommendation, investment 

research, or a recommendation about the suitability or appropriateness of any security, commodity, investment, or 

particular investment strategy, and must not be construed as a projection or prediction.

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made 

in good faith in relation to the facts known at the time of preparation and are subject to change without notice. 

Individual portfolio management teams may hold different views than the views expressed herein and may make 

different investment decisions for different clients. Parts of this document may be based on information received 

from sources we believe to be reliable. Although every effort is taken to ensure that the information contained in 

this document is accurate, Barings makes no representation or warranty, express or implied, regarding the accuracy, 

completeness or adequacy of the information. 

Any service, security, investment or product outlined in this document may not be suitable for a prospective 

investor or available in their jurisdiction. 

Copyright and Trademark 

Copyright © 2024 Barings. Information in this document may be used for your own personal use, but may not be 

altered, reproduced or distributed without Barings’ consent.

The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and Trademark 

Office and in other countries around the world. All rights are reserved.
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LEARN MORE AT BARINGS.COM

Barings is a $381+ billion* global investment manager sourcing differentiated opportunities and building  

long-term portfolios across public and private fixed income, real estate and specialist equity markets. With investment 

professionals based in North America, Europe and Asia Pacific, the firm, a subsidiary of MassMutual, aims to serve 

its clients, communities and employees, and is committed to sustainable practices and responsible investment.


