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_ Debt market activity is picking up across the continent. Europe-focused private debt fundraising has 
recovered strongly this year, while UK originations in the first half of the year were up by 50%. 

_ Overall lending terms remain conservative, with maximum LTVs drifting lower in some markets. However, 
there has been a clear shift in sector perceptions, while more generally, risk appetite has risen both in 
terms of location and asset strategy. 

_ Fundamentally, private debt remains a key sector for investors, and regulatory change is opening up 
more opportunities for non-bank lenders. Selectively, junior debt looks attractive on a risk-adjusted basis, 
with an expected market recovery supporting underlying property fundamentals. 

Current Market Conditions 

With a marked rise in confidence, both within the real estate investment market and in the wider economy, the last six-to-
nine months have seen a significant pickup in real estate debt market activity. In the United Kingdom, loan originations 
during the first half of the year were up by 50% year-on-year. And given that originations between January and June typically 
account for a little less than half of the annual figure, full year volumes are likely to easily exceed last year’s subdued total 
and should even surpass the ten-year average. 

Over the last decade, we’ve seen a large rise in private debt issuance among non-bank lenders as the banks have 
retrenched due to increasing capital requirements and regulatory burden. But perhaps unsurprisingly, given the fall in direct 
real estate transaction volumes during the worst of the pandemic last year, activity on the debt side also took a hit during 
this period. 

Private debt fundraising ground to a halt in the second half of 2020, but in the first three quarters of 2021, seven funds with 
a focus on Europe reached a final close with a total capital raise of $4.4bn. This is only slightly below the average for the 
first nine months of the year over the past eight years, in both size and number, and a sure sign that activity is picking up. 
As such, dry powder is down slightly, but as of early October there is still a significant $15.2bn waiting to deploy, while there 
are currently 44 funds in the market aiming to raise a total of $23bn.1 

Looking at current investor opinions, there is also still a strong positive view towards commercial real estate debt, and as 
travel and the European economy continue to reopen, overall real estate transactions are set to pick up next year and we’d 
expect this to spur increased debt fundraising activity.  

 
1 Preqin, October 2021 
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EUROPEAN REAL ESTATE PRIVATE DEBT FUNDRAISING & DIRECT TRANSACTIONS (12-MONTH ROLLING, EUR BN) 

 
Source: Preqin, RCA, October 2021 

 

The pandemic has led to a general increase in caution with regard to lending terms, as evidenced by a slight decline in LTVs 
on new lending in some markets2 and a general deleveraging of outstanding loan books3. With the banks becoming even 
more selective on new lending, this has most likely increased the funding gap further. Non-bank lenders have been 
particularly active this year, increasing their share of outstanding loan books in the United Kingdom to 30% for the first time 
during the first half of this year.4 Anecdotally, among alternative lenders it’s been more difficult for new debt fund managers 
to come in and raise capital, but experienced managers with strong track records have continued to be successful in this 
regard. 

Limited transparency in the real estate private debt space makes measuring marketwide trends more difficult. Here, the 
public debt markets can give us some insight into senior debt pricing at the all-property level. Looking at the public real 
estate debt space, both EUR and GBP denominated bonds are now already back below pre-pandemic levels, having initially 
spiked upwards by more than 100 basis points.5 Equally, the CMBS market would also suggest that pricing has returned 
close to its early-2020 level.6 

In the private market, the overall trend during the first half of this year is perhaps less clear-cut, and on a pan-European 
basis there has actually been relatively little movement in senior loan margins. But when we break this down to the sector 
level, we can start to see some differentiation. Pricing trends have largely followed the same path as general investment 
sentiment so far, with investors marginally more positive about offices compared to the beginning of the year, but significantly 
more enthusiastic about logistics. In fact, most office markets have seen no movement in senior loan margins or LTVs this 
year. Yet more than half of major European logistics markets saw margins tighten, meaning on a weighted average pan-
European basis, logistics margins fell by around 10 basis points in the first half of the year.7 

The retail sector is more difficult to read. Aggregated European data doesn’t tell a consistent story, but a lack of transactions 
is likely to be masking the underlying trends here. On an anecdotal basis, lenders are still very cautious on retail, with some 
pulling back from new lending altogether, instead focusing their attention on logistics and residential, as well as offices on a 
more selective basis. 

  

 
2 CBRE, September 2021 
3 Bayes Business School, October 2021 
4 Bayes Business School, October 2021 
5 Markit iBoxx, September 2021 
6 JP Morgan, September 2021 
7 CBRE, DWS, September 2021 
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CHANGE IN EUROPEAN LENDING MARGINS (2021 Q2 VS. 2020 Q4) 

 
Source: CBRE, DWS, September 2021 
Note: *Excluding residential 

 

Across the continent, the lowest rates on a weighted all property basis are still to be found in the major Core European 
markets. Strong competition to lend in the likes of Germany, Denmark and the Netherlands in particular has pushed margins 
close to or even below 100 basis points for offices and logistics. The other Nordic countries still attract a premium of around 
25-50 basis points. 

The United Kingdom, on the other hand, remains at the higher end of the margin range, particularly for retail, where the 
underlying market has been hit harder than just about anywhere else. UK banks are subject to a strict slotting regime when 
calculating capital requirements, meaning that their capital costs are considerably higher than banks elsewhere. Due to 
cheap domestic pfandbrief funding, the German banks are typically able to offer the lowest margins against UK property 
although currency hedging generally puts a floor on the rate. 

On the face of it, margins on UK lending appear to have risen across most sectors during the first half of the year.8 Partly, 
this stems from the type of borrowers that are active in the market at the moment, with smaller local players not able to 
achieve the same loan terms as the larger international investors (who have been less active). But a rise in margins has not 
been recorded for all types of lender. In fact, the German and other international banks – who are currently very much 
focussed on London – have seen margins compress further. On the other hand, average reported margins among the UK 
banks – who are serving the regions, but on a more conservative basis – have risen. Equally, debt funds have been able to 
raise pricing for lending in areas where the banks are not currently lending. 

In the UK market, we can also see just how far the sector spread has moved over the past year or two. In terms of level, 
there’s relatively little to choose between offices, logistics and residential at the moment. Logistics has traditionally sat above 
offices, although the spread has now narrowed to virtually nothing. The current attractiveness of residential is also visible 
here, and the strong demand we continue to see for logistics and residential suggests that both sectors could soon be priced 
below offices. 

Retail is another matter. In fact, retail margins had already moved out some way before the pandemic – a reflection of the 
sector’s longer-term structural issues. On the direct side, UK shopping centre yields, for example, have almost doubled over 
the past five years. Right now, even a well-located prime shopping centre would do well to achieve a yield of 7.00%, with 
secondary centres well into double digits.9 

 
8 Bayes Business School, October 2021 
9 CBRE, September 2021 
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But the pandemic has put huge further strain on retailers. So far, lenders have often worked with borrowers to avoid defaults 
by extending or offering short-term refinancing. But as government support schemes are wound down, we could start to see 
more loans in default. This is particularly a risk for the retail sector, and lenders certainly appear to be pricing in this risk. 

Looking ahead, inflation is another factor that is likely to influence lender decisions. In the underlying property market, index-
linked leases are common across much of Continental Europe, offering property owners some protection against rising 
inflation. At the same time, higher inflation can act as a brake on construction activity, diluting future occupier competition, 
and in turn helping to preserve rent levels and property values. 

But a longer period of above-target inflation could also lead interest rates to rise faster than expected. This, as well as 
making property yields look less attractive in relative terms and therefore dampening the potential for further value growth, 
would also start to erode the real value of income from fixed rate lending. Inflation expectations have certainly increased 
across Europe, although we still expect the current inflationary environment to be relatively short lived. Yet in a more 
prolonged inflationary scenario, we would expect to see an increase in the proportion of floating rate loans being issued, 
allowing lenders to benefit from rising rates. 

Shifting Risk Appetite 

Since the onset of the pandemic, there has been a clear change in perceptions of the risk profile across the different sectors. 
In line with sentiment towards the underlying assets, lenders looking to deploy new capital have shown a clear shift in 
appetite towards logistics and residential. Offices are still a focus for many, but the sector is seen to be more selective, while 
retail is generally more difficult or even off the cards for some. 

But the general level of risk lenders are willing to take on within a particular market or sector is also evolving. In the underlying 
property cycle, we saw something of a correction – or at the very least a slowdown – across most sectors and locations last 
year and into the beginning of this year. But now the scene is set for recovery, and it’s at this point in the cycle that taking 
on more risk potentially starts to become more attractive. 

Retail occupier fundamentals have worsened markedly, and there has been some increase in vacancy in the office sector, 
but generally occupancy levels across most markets remain high. And the strong economic growth that is now coming 
through, together with the fact that new supply remains fairly limited, should start to present more opportunities at the higher 
end of the risk spectrum. 

ASSET PREFERENCE AMONG REAL ESTATE DEBT PROFESSIONALS* 

 
Source: CREFC Europe, August 2021 
Note: *Asset categories run from 1 (core) to 5 (development/repositioning) 
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Surveys taken over the past year suggest this is already evident among debt professionals, where there’s been a clear trend 
towards the middle and higher end of the asset risk scale. A similar trend can be seen with regard to location preference, 
where there is still relatively little appetite for poor secondary or tertiary locations, but a clear increase in sentiment around 
core-plus or good secondary locations.10 

With long-term interest rates and direct property yields both at record lows, the return on offer from parts of the senior real 
estate private debt market still look attractive in relative terms. At the prime end of the spectrum, we estimate the senior 
lending spread to be 25-100 basis points over A-rated corporate bonds. However, moving up the risk curve this spread 
widens. For good quality junior debt with a margin of 500-700 basis points, the spread over similarly rated corporate credit 
increases to 225-425 basis points, and this grows even higher for secondary junior debt.11 

This generous spread for junior debt partly stems from a lack of competition from the banks in this portion of the capital 
stack, with the majority of lending originated by debt funds and alternative lenders, which have their own investor return 
requirements. And as well as the typical liquidity premium offered by commercial real estate debt in general, junior lending 
can introduce an additional level of complexity, which requires a specialist team knowledgeable in valuation, sourcing, risk 
management and co-ordination of lifecycle events relating specifically to subordinated debt. Junior lenders must also have 
a particularly strong understanding of the underlying property market, given that they may end up taking control of the 
property in a foreclosure scenario, suggesting that experienced real estate managers can mitigate risk and even benefit 
from further upsides. 

Market Opportunity 

While non-bank lenders now account for almost one third of the real estate private debt market in the United Kingdom, the 
Continental European market is still largely served by the banks. In Germany, for example, the senior end of the market in 
particular is dominated somewhat by Pfandbrief lenders, who are able to secure cheap funding through the covered bond 
market; however, there are opportunities for new lenders where the banks are less active – such as junior lending, whole 
loans, non-core locations or smaller cities. 

But continuing regulatory change could open up even more new opportunities for alternative lenders on the Continent. With 
the finalisation of Basel III from 2023 onwards, the larger Continental European banks are likely to see increasing 
requirements on regulatory capital, particularly at the lower end of the credit risk spectrum where there is currently no 
minimum capital requirement. 

So, while alternative lenders have generally been more active at the higher end of the risk scale, regulatory change could 
lead the banks to retrench from other parts of the market, opening up lower-risk opportunities where the non-bank lenders 
may have been less competitive previously. 

At the same time, loan extensions or covenant waivers granted during the pandemic will need to come to an end, and this 
should present refinancing opportunities for alternative lenders where banks look to minimise exposure to sectors such as 
retail and hotels. And eventually, if the overall market lender composition were to move towards current UK levels, that 
would suggest a sizeable potential opportunity for non-bank lenders. 

So, we expect there to be a range of opportunities at various points in the capital stack for private debt funds and insurers, 
but we believe that junior debt could perform particularly well on a risk-adjusted basis. While the real estate market correction 
has been relatively mild on average – all property prime capital values fell by around 5% last year – it will be particularly 
important to remain vigilant as government support is withdrawn, revealing the true economic impact on sectors that have 
been most reliant on it. Nevertheless, we expect a widespread recovery to take hold in 2022, and with occupier fundamentals 
in relatively good shape, the balance of risks looks far from unhealthy. 

 
10 CREFC, August 2021 
11 DWS, Thomson Reuters Datastream, S&P Global Ratings, August 2021 
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For sectors such as logistics and residential, where the underlying property market has proven most resilient and the outlook 
is the most positive, there is still a strong case for junior debt investment, even if margins may have compressed since last 
year. Retail continues to look challenging for the most part, as the pandemic has added significant additional stress to an 
already struggling market. But there will be parts of the sector that are less affected by the transition to online sales, such 
as retail parks, for example, and once a new post-pandemic equilibrium is found, there could be other areas that start to 
look attractive on a risk-adjusted basis, particularly given the recent increase in loan pricing. 

Outside the main commercial sectors, hotels could also start to offer interesting opportunities soon. With the exception of 
the business-travel segment, the underlying drivers for hotel demand are still in place, and with junior pricing moving out 
some way since before the pandemic, the balance of risks could start to look attractive as travel picks up again. 
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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, economic uncertainty, trade disputes, public health crises (including the recent pandemic spread of the novel coronavirus) and related 
geopolitical events could lead to increased market volatility, disruption to U.S. and world economies and markets and may have significant adverse effects on 
the global real estate markets.  

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 
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 – may need to identify] 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 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, 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: 
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 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. 

© 2021 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). 

© 2021 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. 

© 2021 DWS Investments Hong Kong Limited 
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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. 

© 2021 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 Investment Commission. 

© 2021 DWS Investments Australia Limited 
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