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The real estate market is undergoing profound uphea-
val.	After	 a	 long	period	of	 extremely	 low	 interest	 rates	
and generous lending policies, banks became increa-
singly restrictive, adapting their lending to higher policy 
rates	 and	 tougher	 regulatory	 requirements.	 Although	
the interest rate situation has now eased somewhat, 
current	 interest	 rate	 levels	 are	 resulting	 in	 significant	
funding gaps in many sub-markets, with conventional 
loan	structures	no	longer	able	to	fully	cover	demand.	For	
investors and project developers, this creates a tension 
between rising capital costs, heightened risk awaren-
ess, and the simultaneous need to continue ongoing 
projects	or	realize	new	ones.

In	this	situation,	attention	is	turning	to	private	debt	inst-
ruments.	As	an	alternative	financing	solution,	they	offer	
both	 greater	 flexibility	 and	 more	 individualized	 condi-
tions	that	respond	to	the	specific	needs	of	a	changing	
market.	That	begs	the	question	of	what	return	potential	
private debt offers and what risks investors need to take 
into	account	–	especially	amid	a	more	complex	macroe-
conomic	 environment	 and	 increasing	 regulation.	 This	
makes	systematic	risk	management	key	to	maximizing	
the opportunities posed by these alternative forms of 
debt	capital.

Against	 this	backdrop,	 this	 study	 seeks	 to	analyze	 the	
current	situation	 in	real	estate	financing	and	to	assess	
the importance of private debt as a key element in future 

capital	supply.	 It	first	examines	the	current	market	en-
vironment	and	the	drivers	behind	the	funding	gap.	Next,	
it considers the role of private debt as an alternative 
source	of	capital,	going	on	to	identify	specific	opportu-
nities	and	areas	of	action	for	private	debt	investors.	Fi-
nally,	a	summary	brings	together	the	main	findings	and	
outlines implications for future developments in real es-
tate	financing.

Regards

Lahcen	Knapp
Founder	and	Chairman	of	the	Board	of	Directors,	Empira	Group

Dear Reader,



4

The	 real	 estate	 market	 is	 facing	 a	 significant	 funding	
gap,	exacerbated	by	rising	interest	rates,	more	restric-
tive	bank	financing,	and	appreciation	 in	real	estate	va-
lues.	While	expansionary	monetary	policy	made	it	easier	
to raise capital during the period of low interest rates, 
rate hikes have dramatically tightened conditions since 
2022.	Banks	are	lending	more	restrictively,	setting	lower	
loan-to-value ratios, and are subject to stricter regulato-
ry	requirements.

These structural changes are directly impacting de-
mand	 for	financing	and	making	alternative	 forms	of	fi-
nancing	 such	 as	 private	 debt	 increasingly	 important.	
The following section analyses the causes of this trend 
and describes the impact on investors, project develo-
pers,	and	the	financing	market	as	a	whole.

Financing requirements from investment activity  
win the real estate market

There	are	two	main	sources	of	financing	in	the	real	es-
tate	market:	New	 investment	 in	 real	estate	 (purchases	
or	projects)	and	existing	credit	that	is	redeemed	or	ex-
tended	at	 the	end	of	 its	 term	 (refinancing).	Demand	 is	
subject	 to	 cyclical	 fluctuations,	 influenced	 by	 various	
macroeconomic	 and	 industry-specific	 factors.	 Many	
backers	have	recently	found	their	planned	exit	dates	co-
inciding with a weak market phase (caused by interest 
rate hikes, valuation discounts, and reluctance among 
buyers).	 Schedules	 for	 the	 corresponding	 business	
plans were frequently adjusted, resulting in an increase 
in	sales	on	the	real	estate	and	financing	market	after	a	
time	lag.

The following section considers key parameters of the 
real estate market, including building permits, completi-
ons (of three or more residential units), portfolio deals in 
the	residential	segment,	and	office	investments.

The trend in building permits and completions provides 
an indication of the investment activity in the new-build 
segment.	According	to	data	from	Destatis,	the	number	
of	construction	projects	approved	each	year	fluctuated	
significantly	between	2015	and	2025.	The	peak	for	the	
last	ten	years	was	reached	in	2021,	with	19,165	permits.	
Since then, there has been a steep decline: Just 12,931 
permits were recorded in 2023, falling to 10,287 in 
2024.	This	equates	to	a	decrease	of	around	46	%	from	
the	2021	high.

The	completion	figures	follow	the	permits	with	a	time	lag,	
representing the point at which newly developed space 
actually	becomes	available	for	use.	Cyclical	patterns	can	
also	be	seen	here:	High	completion	figures	 follow	peri-
ods of high permit issuance, with a typical delay of one to 
two	years.	There	has	been	a	significant	decline	in	building	
permits since 2021, followed since 2022 by a fall in cons-
truction	 completions.	 These	 can	 be	 attributed	 to	 rising	
construction costs and increasing challenges in project 
financing.

1. The market environment for real estate private debt

Figure	1:	Change	in	building	permits	and	construction	completion,	residential	buildings	(three	or	more	residential	units)	and	non-residential	buildings,	
Germany;	2015–2024	(source:	Destatis)
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Investment	activity	in	the	German	real	estate	market	fol-
lows	a	cycle,	influenced	by	factors	including	macroeco-
nomic	conditions	and	general	 investor	sentiment.	This	
is particularly evident in large residential portfolios (30 
or	more	residential	units)	and	office	properties.	While	an	
era of low interest rates led to high transaction volumes 
in	 the	 past,	 rising	 financing	 costs	 and	 economic	 un-
certainty	have	brought	about	a	significant	decline	from	
2022	onward.

Figure	2:	Change	in	investment	volume	in	residential	portfolios	(30	or	more	residential	units)	and	office	properties;	Germany;	2015–2024	(source:	BNP	
Paribas)

The transaction volume in large residential portfolios 
peaked	 in	2021	at	EUR	50.98	billion.	However,	 the	 in-
terest	rate	pivot	that	began	in	2022	resulted	in	a	signifi-
cant	decline,	with	volumes	falling	to	EUR	13.09	billion	in	
2022	and	a	mere	EUR	5.23	billion	 in	2023.	 In	addition	
to	rising	financing	costs,	market	performance	was	ham-
pered by falling valuations and temporary restraint on 
the	part	of	buyers	and	sellers.	There	are	signs	of	stabili-
zation	for	2024,	with	an	expected	increase	to	EUR	9.29	
billion.	Over	the	long	term,	the	annual	transaction	volu-
me	typically	ranges	between	EUR	13	billion	and	EUR	20	
billion,	so	normalization	at	 this	 level	 is	expected	 in	 the	 
medium	term.

The	 investment	volume	for	office	properties	also	fluc-
tuated	sharply.	After	periods	of	economic	growth	and	
low interest rates led to high transaction volumes, 
structural changes caused by working from home 
trends and the economic uncertainties following the 
Covid-19	pandemic	produced	significant	restraint	from	
2022.	Higher	financing	costs	and	unclear	prospects	for	
demand	for	office	space	resulted	in	a	sizeable	drop	in	
investment	volume	from	2022.	Nevertheless,	this	mar-
ket segment remains relevant for institutional investors 
due	to	its	size.

In	 all,	 the	 total	 annual	 transaction	 volume	 for	 2024	 –	
across the two major market segments, residential 
portfolios	and	office	properties	–	is	EUR	14.51	billion.	On	
top of that are other market segments, such as 

logistics, retail, and hotel investments, illustrating the 
diversification	opportunities	for	investors.

The	fluctuations	in	investment	activity	described	above	
require	 flexible	 financing	 strategies	 across	 the	 entire	
market.	While	large	institutional	players	generally	have	
access to large bank loans and capital market instru-
ments, there is a growing funding gap, especially in 
the mid-market segment of transactions with a volume 
of	 around	EUR	30	 to	EUR	75	million.	Many	banks	are	
increasingly	 focusing	 on	 first-rate	 major	 clients	 with	
highly conservative loan-to-value ratios or very small 
loan	volumes	that	are	a	good	fit	with	their	risk	manage-
ment	 systems.	 By	 contrast,	 medium-sized	 projects	
often	remain	undersupplied.	Alternative	financing	 ins-
truments	such	as	private	debt	fill	this	gap	by	providing	
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capital for investment projects that do not attract tra-
ditional bank loans due to strict loan-to-value limits or 
complex	project	structures.

Financing requirements due to maturing loans 
(maturity wall)

A	 key	 problem	 is	 the	 looming	 “maturity	 wall”	 in	 com-
mercial	real	estate	financing	in	particular.	Many	existing	
loans taken out during the period of low interest rates 
are	due	for	refinancing	in	the	coming	years.	At	the	same	
time, banks have tightened their lending criteria, mea-
ning	that	a	significant	financing	need	can	no	longer	be	
met	by	traditional	bank	loans	alone.

The	 term	 “maturity	wall”	 thus	 describes	 a	 situation	 in	
which a large number of loans mature within a short 
period	of	 time,	 resulting	 in	significant	volumes	of	 refi-
nancing	coming	into	the	market.	This	can	be	particular-
ly	problematic	if	financing	conditions	have	deteriorated	
compared	with	 the	 original	 loans,	 for	 example	 due	 to	
higher interest rates, stricter lending policies, or ge-
neral	 market	 uncertainty.	 For	 commercial	 real	 estate	
financing,	this	means:

• High	 demand	 for	 refinancing:	 A	 large	 proportion	
of	existing	loans	will	expire	over	the	coming	years	
and	will	need	 to	be	extended	or	 replaced	by	new	
loans.

• Rising	financing	costs:	Many	of	 these	 loans	were	
taken out when low interest rates were low, but 
must	now	be	refinanced	at	significantly	higher	ra-
tes.

• More	restrictive	bank	policies:	Banks	have	lowered	
their LTV requirements and are only prepared to 
lend under stricter conditions, leading to a funding 
gap.

• Pressure	 to	sell:	 If	owners	cannot	obtain	 refinan-
cing	on	acceptable	terms,	they	must	sell	assets	–	
often	at	unfavorable	market	prices.

A March 2024 study by PwC Germany indicated that 
the volume of non-performing commercial real estate 
loans had already increased by 56 % in 2023.1 This is 
also creating a significant need for refinancing in a limi-
ted timeframe, which may be aggravated by the situation  
at the banks.

Pressure on the refinancing market will remain high in the 
coming years. According to recent data from AEW-Rese-
arch, Moody’s, and MSCI, commercial real estate loans 
(CRE) in Europe with a volume of more than EUR 100 bil-
lion are set to expire in each of the coming years. 2025 
and 2026 stand out in particular, with around EUR  130 
billion set to mature in 2025 and around EUR 185 billion 
in 2026. Only in the medium term will the annual refinan-
cing volumes of current known loans gradually decrease, 
reaching around EUR 25 billion in 2030. The figures are 
based on loans that exist today and can be estimated; 
new loans will have an additional effect in the short term.

Broken	down	by	type	of	use,	we	see	that	office	properties	
will	account	for	the	largest	share	of	refinancing	require-
ments	in	the	coming	years.	In	this	segment	alone,	loans	
totaling	some	EUR	50	billion	will	mature	 in	2025,	 rising	
to	around	EUR	65	billion	in	2026.	The	residential	and	lo-
gistics segments are also affected by the maturity wall to 
the	tune	of	tens	of	billions	each	year.	On	top	of	that	are	
the classic hotel and retail use types, along with senior 
apartments	 and	 nursing	 homes,	 where	 the	 refinancing	
requirement	is	lower	but	still	significant.

The high concentration of maturities in a relatively short 
period increases the competitive pressure on sources 
of	 capital.	 As	 banks	 continue	 to	 tighten	 their	 lending	
standards,	it	is	no	longer	possible	to	meet	every	finan-
cing requirement from maturing loans through traditio-
nal	bank	loans	alone.	Additional	pressure	comes	from	
the	significantly	higher	interest	rates	that	are	now	a	rea-
lity	following	the	reversal	in	interest	rates	in	2022/2023.	
As	a	result,	there	is	often	a	gap	between	the	debt	capi-
tal originally committed and the volume that owners can 
now	raise	on	acceptable	terms.

From a macroeconomic perspective, this can lead to 
further	market	distortions:	 Those	 that	 cannot	 find	 fol-
low-up	 financing	 or	 cannot	 afford	 the	 higher	 interest	
rates	may	be	forced	into	with	an	emergency	sale.	This	
increases	the	risk	of	falling	property	prices	–	especially	
for	already	volatile	use	types	such	as	hotels	and	retail.	
Conversely,	alternative	investors	see	an	opportunity	to	
position	themselves	with	mezzanine	financing	or	other	
debt	instruments.

In	the	US,	the	volumes	of	maturing	commercial	property	
loans	are	expected	to	be	significantly	higher.	According	
to	an	estimate	by	S&P	Global,	the	figure	for	2025	will	be	
around	USD	998	billion,	peaking	at	around	USD	1,257	
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Figure	3:	Estimated	commercial	real	estate	(CRE)	loan	maturities	in	Europe	and	the	US	in	EUR	billion	and	USD	respectively;	from	2025	(source:	AEW	
Research/Moody’s/MSCI-RCA/S&P	Global)

billion	 in	 2026.2	 Although	 the	 figures	 are	 expected	 to	
start	falling	from	2028,	the	refinancing	gap	will	remain	
high,	at	around	USD	1,138	billion.3

Limits of bank financing – the example of housing 
construction in Germany

Traditional	real	estate	financing	through	banks	is	increa-
singly	 coming	 up	 against	 its	 limits.	 Lending	 to	 compa-
nies	in	general	 in	the	eurozone	and	Germany	is	subject	
to heightened risk perceptions in relation to pessimistic 
market	and	economic	expectations.4 The lower real esta-
te	values	are	also	driving	up	lending	requirements.5

A	key	parameter	is	banks’	refinancing	costs.	In	2015,	the	
average interest rate for mortgage bonds with a residual 
term	of	five	years	was	just	0.39	%,	whereas	by	2024	it	had	
risen	to	over	2.94	%.	Yields	are	typically	somewhat	higher	
in	the	longer-maturity	segment.

As	a	result,	residential	mortgages	are	becoming	more	
expensive.	 Interest	 rates	 on	 loans	with	 an	 initial	 fixed	
rate	period	of	 1–5	years	 increased	from	an	average	of	
1.90	%	in	2014	to	over	4.01	%	in	2024.	The	result	is	that	
banks have to lend at higher interest rates, which in turn 
is limiting the affordability of real estate loans for inves-
tors	and	households.	At	the	same	time,	it	is	becoming	
harder for banks to step up their lending, as higher inte-
rest rates are intensifying risk management and capital 
requirements.
Stricter	regulatory	requirements	under	Basel	III	and	IV	
are	also	increasing	the	pressure	on	banks.	To	minimize	

their balance sheet risks, they are tightening their len-
ding guidelines, particularly for project developments, 
and	applying	higher	 loan-to-value	ratios.	According	to	
various	impact	studies	by	consulting	firms	and	banking	
supervisors, the capital requirement for commercial 
real	estate	loans	(CRE)	could	increase	by	around	10%	in	
the	medium	term	–	or	even	more,	depending	on	the	risk	
class	and	maturity.	This	 is	making	 it	harder	 to	finance	
projects	that	had	previously	relied	on	high	leverage.

It	 is	 interesting	 to	 compare	 changes	 in	 bank	 balance	
sheets	with	 real	 estate	 financing	 requirements,	which	
–	assuming	a	roughly	stable	number	of	properties	–	are	
significantly	influenced	by	house	price	movements.

Analysis of the total assets of German banks shows 
a steady increase over the last few years. It should be 
noted that the total assets do not consist solely of real 
estate loans; they also include other types of credit and 
financial instruments. Nevertheless, they provide as an 
indication of the general trend and of banks’ financial 
strength, which in turn have an influence on real estate 
financing. The volume of housing loans in issue to private 
households with a maturity of more than five years shows 
a constant upward trend, with the trend softening slightly 
from 2022.
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While banks’ total assets expanded significantly between 
2015 and 2024, property prices rose even faster. The 
Europace House Price Index (EPX) tracks the change in 
prices of existing homes, new-builds, and condominiums 
on a monthly basis. Since the index was launched in Sep-
tember 2015 (baseline of 100 points), it had risen by more 
than 70 % by 2024, while banks’ total assets increased 
by around 30 % over the same period.

Another relevant indicator is the House Price Index (HPI), 
which measures the general trend in property prices. It 
is compiled by the Federal Statistical Office and is ba-
sed on transaction data for residential properties. Since 
September 2015, the HPI has also risen by around 55 %, 
further underscoring the strong increase in real estate 
values. This suggests that the financing needs of the real 
estate sector are growing faster than banks’ lending ca-
pacity.

Interest rate development for housing loans and mortgage bonds

Figure	4:	Change	in	interest	rates	on	mortgage	bonds	with	a	residual	term	of	5	or	10	years	and	change	in	interest	rates	for	residential	loans	with	1–5-year	
and	5–10-year	fixed	rates;	2015–2025	(source:	Deutsche	Bundesbank)
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Limits of bank financing – the example of 
CRE Europe

The European market for commercial real estate loans 
has also traditionally been dominated by banks. 85 % of 
outstanding loans are granted by monetary financial in-
stitutions (MFIs).6 At the same time, however, lending has 
declined significantly, especially when comparing the 
2021–2023 period with 2016–2018.7

This trend is also borne out by the European Banking Au-
thority (EBA). It conducts semi-annual risk assessment 
interviews with 85 major banks from the 27 EU countries. 
The conclusion reached is that the participating banks 
are more skeptical about CRE loans than about other 
investments. Loans to small and medium-sized enter-
prises, loans to large corporates, consumer loans, and 
residential mortgages are significantly more popular with 
financial institutions than lending to the CRE sector, as 
the survey shows.8 

The reduced interest in CRE is not a one-off, but a trend 
that has been evident for several years. 20 % of banks 
want to increase their investment volume in CRE loans 
(as of fall 2024), 20 % to reduce them, and around 50% 
to keep them stable.9 At the same time, ever-fewer banks 
want to increase their volume of CRE loans. In the fall of 
2022, 28 % were looking to increase this figure.10

Performance of the banking market vs. the real estate market (Germany)

Figure	5:	Change	in	total	assets	of	German	banks	and	House	Price	Index;	Q3	2015–Q3	2024	(source:	Europace,	DESTATIS,	Deutsche	Bundesbank)
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Financing gap (financing needs not covered by 
banks)

The	real	estate	market	is	facing	a	significant	funding	gap,	
characterized	by	higher	interest	rates,	higher	refinancing	
costs	 for	 banks,	 and	more	 restrictive	 lending.	 The	 shift	
away from a zero-interest policy has forced a revaluation 
of	 real	estate	assets	and	at	 the	same	time	significantly	
increased	banks’	refinancing	costs.	While	this	trend	has	
been	softened	by	 recent	 interest	 rate	 cuts,	 these	extra	
costs	must	be	passed	on	to	borrowers.	As	a	result,	many	
investment plans will prove uneconomic and will not 
come	 to	 fruition.	However,	 there	 remains	 intense	 com-
petition	between	banks	for	financially	strong	customers	
with	first-rate	projects,	 resulting	 in	an	economic	dilem-
ma:	Either	margins	are	reduced,	or	growth	opportunities	
are	restricted.	This	limits	overall	willingness	and	ability	to	
grant	new	loans.

In	 addition,	 banks	 are	 becoming	 increasingly	 cautious	
about	lending	at	high	loan-to-value	ratios.	Whereas	LTVs	
of	up	to	80	%	were	common	pre-crisis,	today	only	a	con-
servative	 50–60	 %	 is	 generally	 financed.	 This	 makes	
many	 investments	 considerably	more	 difficult,	 as	 com-
panies and investors are forced to postpone or re-eva-
luate	projects.	The	uncertainty	and	uneconomic	nature	of	
financing	are	inhibiting	market	dynamics	and	preventing	
the	transition	to	the	next	phase	of	the	real	estate	cycle.

Refinancing	maturing	loans	is	a	challenge.	According	to	
estimates	by	the	investment	manager	AEW,	the	credit	fi-
nancing	gap	 in	Europe	 in	 the	 third	quarter	of	2024	was	

EUR	86	billion	–	equivalent	to	13	%	of	all	real	estate	loans	
maturing	in	the	2025–2027	period.11 The survey is based 
on the difference between the initial secured debt raised 
in	 the	 2016–2023	period	 and	 the	 expected	 refinancing	
volume	at	maturity	of	 the	 loans	 in	 the	next	 three	years.	
The	 total	 refinancing	 volume	 in	 20	 European	 countries	
stands	at	EUR	650–700	billion.	Germany	and	France	are	
under	 particular	 pressure,	 with	 refinancing	 challenges	
of	 19%	 and	 18%	 respectively	 –	 the	 highest	 proportion	
among	the	countries	studied.	The	UK	is	at	the	lower	end	
of	the	scale,	at	6%,	while	Italy	and	Spain	at	12	%	are	just	
below	the	European	average	of	13	%.

The	 combination	 of	 rising	 property	 prices,	 higher	 refi-
nancing costs, and regulatory restrictions is creating a 
growing	financing	gap.	Banks	are	no	 longer	able	 to	co-
ver	the	 industry’s	entire	capital	needs	and	often	charge	
unscheduled	 repayments	 or	 high	 fees	 for	 refinancing.	
This	makes	alternative	sources	of	financing	increasingly	
necessary to ensure an adequate supply of capital and 
avoid	a	slowdown	in	investment	activity.

Mid-market	transactions	in	the	EUR	30–75	million	range	
are	 particularly	 hard-hit.	While	 large	 institutional	 inves-
tors	and	debt	funds	in	English-speaking	countries	are	fo-
cusing on larger deals and banks are limiting themselves 
to	 lower-risk	exposures,	 this	sector	 remains	under-ser-
ved.	It	is	all	the	more	critical,	however,	given	that	a	signifi-
cant	wave	of	refinancing	is	on	the	horizon.	Many	existing	
low-interest	 loans	 cannot	 easily	 be	 extended	 through	
bank	financing,	further	increasing	the	need	for	alternative	
sources	of	capital.

Figure	6:	Change	in	lending	plans:	Banking	strategies	in	various	financing	segments,	as	of	2024;	Change	in	expansion	plans:	Proportion	of	European	banks	
intending	to	grow	in	the	CRE	sector,	as	of	2024	(source:	European	Banking	Authority)
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Private debt is changing the structure of real estate fi-
nancing forever. While banks are increasingly focusing on 
lower-risk exposures, alternative investors are growing in 
importance. This change is not only affecting individual 
investments, but is also influencing the entire supply of 
capital in the real estate sector in the long term. Material 
structural changes and their implications for the market 
are examined in greater detail below.

Non-bank financial intermediaries (NBFIs) are becoming 
increasingly important as an alternative source of finan-
cing, particularly in real estate financing. They offer capi-
tal strength and flexibility that traditional bank loans often 
cannot guarantee.

Capital strength and flexibility of NBFIs

NBFIs comprise a variety of financial institutions that are 
not traditional banks, but perform similar financial inter-
mediation functions. The Financial Stability Board (FSB) 
categorizes NBFIs into different economic functions 
(EFs):

• EF1: Open-ended investment funds, such as money 
market funds, pension funds, and real estate funds, 
which offer units with short notice periods and are 
therefore vulnerable to sudden cash withdrawals.

• EF2: Finance companies that issue mortgages or 
consumer loans and are not integrated into ban-
king groups. 

• EF3: Securities and derivatives dealers acting for 
their own account, including market makers and 
high-frequency traders

• EF4: Companies that facilitate credit intermedia-
tion, for example through credit insurance or finan-
cial guarantees.

• EF5: Special-purpose vehicles that engage in credit 
intermediation through securitization, such as as-
set-backed securities (ABSs) or collateralized loan 
obligations (CLOs).

NBFIs’ capital strength and flexibility enable them to offer 
financing structures that are individually tailored to the 
needs of borrowers – a key advantage for complex real 
estate projects. As they are subject to less stringent re-
gulatory requirements and have flatter decision-making 
structures, they are often able to make financing deci-
sions faster than traditional banks. They are also willing 
to take higher risks, enabling them to make investments 
that banks may consider too risky. By using a variety of fi-
nancing instruments and strategies, NBFIs also succeed 
in diversifying risks widely and generating stable returns.

In recent years, the regulatory environment for banks 
has been made tougher by tighter regulation and chan-
ged market conditions, which has led to a reluctance to 
lend. This has paved the way for NBFIs to fill the funding 
gaps that have arisen. Particularly in the area of private 
debt, i.e. non-public debt financing, NBFIs have grown 
in importance and can make up in part for the weakness 
among traditional banks. Overall, their capital strength 
and flexibility mean that NBFIs offer a valuable alterna-
tive to traditional bank loans and help fill funding gaps in 
the market.

Increasing regulation of the banking sector, in particular 
by Basel III and Basel IV, has restricted bank lending. This 
has led to increased demand for alternative sources of 
finance, in particular from private debt funds and other 
non-bank lenders.

The volumes held by NBFIs in Germany have increased 
sharply in recent years. Alternative financing loans with a 
value of around USD 5,072 billion were granted in 2014. 
The equivalent figure for 2024 was around USD  8,237 
billion, an increase of 62 %. Over the same period, the 
value of economic functions (EFs) also increased signi-
ficantly, from around USD 1,514 billion in 2014 to around 
USD 2,479 billion in 2023 (+64 %). EF1 to EF5 represent 
subsets of the total volume.

2. The role of private debt as a financing solution
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The EF1 category is very dominant in Germany. It accoun-
ted for a 89.5 % share in 2023, followed by EF2 at 6.5 %, 
EF5 at 2.8 % and EF3 at 1.1 %.12 The sub-segments EF1–
EF5 performed as follows in Germany in a comparison 
between 2014 and 2023:

• EF1 – Investment funds:  
2014: USD 1,420 billion → 2023: USD 2,219 billion 
(+56 %)

• EF2 – Debt financing companies:  
2014: USD 45 billion → 2023: USD 162 billion 
(+259%)

• EF3 – Securities and derivatives dealers: 
2014: USD 0.6 billion → 2023: USD 27 billion 
(+4,340 %)

• EF4 – Credit intermediation via insurance com-
panies: There are no figures relating to this area 
for Germany, as hardly any volume is traded in this 
segment.

• EF5 – Special-purpose entities for credit securiti-
zation (ABSs, CLOs, etc.): 2014: USD 48 billion → 
2023: USD 70 billion (+47 %)

EF3 grew particularly strongly, with total growth in va-
lue of over 4,000 %; however this segment had not 
yet achieved a significant volume in 2014. The EF2 
category also posted strong growth, increasing by 
more than 250 %. Meanwhile, the EF1 segment re-
mains dominant with a volume of USD  2,219 billion.  

Growth in the total volume of NBFIs in Europe was on a 
par with levels in Germany. Here, the FSB evaluates se-
lected European countries representing not the EU, but 
the euro area (Austria, Belgium, Croatia, Cyprus, Estonia, 
Finland, France, Germany, Greece, Ireland, Italy, Latvia, 
Lithuania, Luxembourg, Malta, the Netherlands, Portu-
gal, Slovakia, Slovenia and Spain). Between 2014 and 
2023, the NBFI volume (total) grew by around 43 %, from 
USD 39,588 billion to USD 56,436 billion.

Figure	7:	Total	volume	of	non-bank	financial	intermediation	(NBFI),	Germany,	Europe	–	20	countries	covered,	2014	vs.	2023	(source:	Financial	Stability	Board)
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Characteristics of private debt

Alternative financing instruments such as private equity 
and debt are becoming increasingly important in plug-
ging the emerging financing gap. Institutional investors, 
insurance companies, and debt funds offer capital out-
side of the traditional banking sector, enabling flexible 
and needs-based financing. This is key to keeping the 
real estate market stable in the long term and maintai-
ning investment activity despite more restrictive bank 
lending.

Private debt offers crucial solutions in this respect. Alter-
native financing instruments such as private debt funds 
can react faster and more flexibly to borrowers’ needs 
and are not bound by the same strict regulatory frame-
work as banks. Private debt instruments are opening up 
new avenues, particularly at a time when traditional finan-
cing is becoming more restrictive. By providing capital 
outside of traditional banking channels, they can bridge 
the emerging financing gap in a targeted manner. One 
innovative strategy is to combine private debt with bank 
capital, known as “back leverage”. Some of the financing 
is provided by private debt funds, topped up by additional 
“low-cost” bank capital. This improves the allocation of 
capital and allows for competitive financing that benefits 
both investors and borrowers.

The current market environment therefore offers ideal 
conditions for the increased use of private debt. The 
combination of restrictive bank lending, increasing fi-
nancing needs, and a post-crisis upturn in market activity 
makes alternative financing central to the stabilization 
and future growth of the real estate market. Particularly 
in the medium-volume segment, there are attractive op-
portunities for agile lenders that can act flexibly and ef-
ficiently. Private debt is proving an indispensable tool for 
successfully overcoming the challenges of the current 
market environment.

Basic financing options

A real estate investment can be financed internally (using 
equity) or externally (using debt). Capital is classified as 
either equity or debt depending on its nature and ac-
counting treatment. A key distinction is therefore whet-
her an investor provides equity or debt capital.

The amount of equity available for real estate financing is 
limited. Adding new shareholders leads to issues regar-
ding the resulting participation rights, profit claims and 
corporate structures. The availability of debt capital – in 
the traditional form of a bank loan – is also limited, parti-
cularly due to regulatory requirements and tougher bank 
ratings. This means various optimizations are needed to 
create an efficient financing structure suited to the indivi-
dual circumstances.

Debt financing is carried out via different capital structu-
res, which vary in their seniority, risk, and return:

• Senior loans are secured loans with a priority repay-
ment claim and a comparatively low interest rate.

• Junior loans are subordinated loans with higher risk, 
as they are only serviced after senior loans. Banks 
lend these less often, so alternative investors such 
as debt funds fill this gap.

• Whole loans combine senior and junior loans into a 
single loan instrument. This allows for a higher lever-
age ratio and offers institutional investors a flexible 
structure with a single counterparty.
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Mezzanine financing – a hybrid of equity and debt capital 
– is an alternative to traditional loans. It serves to close 
financing gaps and is often used for high-yield real es-
tate developments. Mezzanine capital is subordinated to 
debt, but takes precedence over equity. The higher cost 
of capital results from the increased risk, linked to its 
subordination, collateral, and default risk.

Mezzanine capital is usually provided in the form of profit 
participation loans or subordinated loans. These debt-
adjacent forms include contractual agreements under 
the law of obligations with a fixed term. Information, con-
trol, and joint decision-making rights are limited to those 
of a lender. Profit participation loans offer profit-sharing 
or revenue-sharing instead of fixed interest rates, sup-
plemented by a base interest rate.

Participation rights are a flexible form of financing not 
standardized by law. They enable participation in profit 
and equity and are often sold in the form of securities. 
Their structure can range from a form that resembles a 
promissory note to a form that resembles shares. In the 
real estate sector, participation rights can be combined 
with special rights such as mortgages or subscription 
rights, resulting in an optimized risk-reward profile.

Silent participation is another form of financing. A typi-
cal silent participation is subordinated to debt capital,  
without a say in business decision-making. A silent part-
ner has a right to receive information, a right of monito-
ring, and a right of veto, but no further influence. An atypi-
cal silent partner, by contrast, has a say in management 
and bears entrepreneurial risk. Its status as a partner is 
based on loss sharing and liability, the extent of which is 
governed by a contract.

Bonds securitize debt claims. Companies use them to 
raise capital. Bonds are an important source of finan-
cing and – unlike bank loans – are publicly issued and 
are often tradable on an exchange. Warrant bonds and 
convertible bonds contain additional rights for investors. 
Warrant bonds combine a bond with the option to pur-
chase shares at a certain price. Convertible bonds allow 
the bond to be converted into share capital.

These instruments allow the real estate company issuing 
them to broaden its capital base, and offer investors a 
combination of a low return and the opportunity to par-
ticipate in the company. Risk considerations also play a 
role here.

Equity capital Mezzanine capital Debt capital

Private equity 
- Forms of cooperation:
			+	Consortia
			+	Interest	groups
   + Syndicates
   + Joint ventures
- Levels of ownership:
			+	Majority	shareholdings
			+	Minority	shareholdings

Equity-based structure
- Participation rights
-	Atypical	silent	participations 

Debt-based structure
- Typical silent participations
- Vendor loans
- Subordinated loans/
			profit	participation	loans
- Hybrid bonds

Traditional debt financing
-	Real	estate	loans	 
(mortgage-backed)
- Personal loans (according to the 
borrower’s	creditworthiness)
-	Combinations	involving	different	
degrees of collateralization (senior, 
junior, whole loan)

Public Equity 
-	IPOs,	share	issues

Modern debt financing
-	Bonds
-	ABSs/securitization
-	Leasing	(finance	leases)Intermediate form

-	Convertible	bonds	and	 
warrant bonds

Figure	8:	Classification	of	different	equity	and	debt	financing	options
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A reorientation of the real estate private debt market is 
reflected in the changed risk structure of the financing 
products that are being selected. While high-yield mez-
zanine financing with loan-to-cost (LTC) values close to 
100% was commonplace before the interest rate pivot, 
the market environment has since changed dramatical-
ly. There is currently a clear trend towards senior secu-
red loans, including senior, senior stretched, and whole 
loans, characterized by more conservative loan-to-value 
ratios (LTVs) and higher collateralization. This trend is the 
result of several factors:

• Banks remain active, but with stricter lending guide-
lines and lower LTVs.

• Mezzanine investors have learned from the past 
that high-risk structures with high leverage ratios 
are vulnerable to market fluctuations.

• Investors are looking for more stable, less risky fi-
nancial instruments with predictable medium-term 
returns.

The focus on secured senior credit structures means 
that private lenders are increasingly acting as a direct 
alternative to banks. The ability to provide capital flexi-
bly and quickly is becoming a decisive competitive ad-
vantage over traditional banks, whose decision-making 
processes are often more complex and subject to more 
regulatory restrictions.

Growing potential of private debt

Banks’ more restrictive financing policies and generally 
waning interest in CRE debt are making it necessary to 
rethink traditional financing structures. Financing via the 
non-bank capital market is gaining in importance.

Global private credit financing as a whole has grown 
significantly in recent years. The global financing vo-
lume rose from around USD  365 billion in 2011 to over 
USD 1,500 billion in 2024. The period from 2015 onward 
was particularly striking, with the volume growing from 
around USD 520 billion (2015) to around USD 1,090 bil-
lion (2020) in just five years. This indicates that private 
debt is increasingly becoming established as an alterna-
tive source of financing, especially in markets with more 
restrictive bank lending. The strongest increases were 
observed between 2016 and 2020, suggesting that insti-
tutional investors, not only in the real estate sector, are 
increasingly relying on non-bank lending solutions. De-
mand for private loan financing remained high even af-
ter the Covid-19 pandemic, with further growth in 2021 to 
2024. By 2024, the figure had risen to around USD 1,590 
billion, an increase of around 77% over the past five ye-
ars. 
 
In addition to the rapid growth of the private debt market 
as a whole, there has also been a steady increase in capi-
tal acquired for real estate financing by non-MFIs. In 2014, 
global capital raised in this sector was around EUR  70 
billion; this had already increased to around EUR 110 bil-
lion in 2015 and reached a new high of EUR 210 billion in 
2021. This growth underscores the increasing relevance 
of private debt as an alternative source of financing in the 
real estate sector. Particularly noteworthy are the signifi-
cant increases from 2015 to 2016 and from 2019 onward, 
indicating increased demand for financing solutions be-
yond the banking sector. Debt capital acquired globally 
in 2023 is estimated at around EUR 180 billion, a slight 
decrease versus 2022. Despite short-term fluctuations, 
the trend remains clear: Institutional investors and debt 
funds are continuously acquiring higher capital volumes 
in order to position themselves in a market environment 
characterized by regulatory restrictions in the banking 
sector and changing financing requirements.
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Example market – CRE debt in the UK

The UK is a prime example of how the market for com-
mercial real estate lending has changed dramatically. 
While banks have traditionally been the main source of 
CRE lending, their market share fell from around 90% 
in 2012 to around 60% in 2023. At the same time, the 
proportion of (private) insurers and alternative providers 
of finance has increased significantly.

The growth of alternative providers of finance – inclu-
ding private debt funds, debt funds, and other non-bank 
lenders – is particularly noteworthy. Their market share 
increased significantly over the period under review, 
from a marginal share in 2012 to over 20% in 2023. This 
points to a structural shift in the financing market in the 
UK: Investors are increasingly looking for more flexible 
and individually tailored credit structures that traditio-
nal banks can no longer offer on this scale. Alternative 
providers of finance selectively close funding gaps that 
have arisen because of more restrictive banking regu-
lations. The increasing professionalization of this seg-
ment and the growing acceptance of non-bank finan-
cing instruments indicate that private debt has become 
a mainstay of real estate financing in the UK.

In parallel with the growing importance of private debt 
in commercial property financing in the UK, the cost of 
financing these products has also changed. Between 
2014 and 2017, the cost of capital declined, indicating 
growing market acceptance and increased competition 
among lenders. Alternative providers of finance in parti-
cular benefited from this environment, as they were able 
to offer increasingly competitive terms and thus grow 
their market share. However, as a result of higher inte-
rest rates and increased risk aversion among investors, 
financing costs began to stabilize, and in some cases 
increase, from 2017.

Figure	9:	Private	loan	financing	for	all	uses,	global	estimates,	2011–2024	(source:	Handelsblatt	based	on	Preqin);	Private	loan	financing	for	real	estate	invest-
ments,	global	estimates,	2014–2023	(source:	Savills	based	on	Preqin)
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At a time when financing needs remain high and banks 
are increasingly restricting their lending, private debt 
investors can gain market share through innovative fi-
nancing models and flexible structures. Attractive in-
vestment opportunities are arising in the mid-market 
segment in particular, because there is a high capital 
requirement that traditional bank loans no longer fully 
cover. This is opening up space for private debt instru-
ments that not only diversify investors’ portfolios, but 
also offer stable return opportunities. Despite regulato-
ry requirements and a competitive environment, private 
debt funds have the opportunity to establish themselves 
as reliable partners in real estate financing over the long 
term – provided they apply consistent risk management 
and use instruments such as back leverage to further 
strengthen their competitive position.

Private debt in the unlisted real estate vehicles 
segment

The global market for unlisted real estate assets has 
grown strongly in recent years. This becomes particu-
larly clear when comparing assets under management 
(AuM) in (unlisted) debt instruments with the total volume 
of (unlisted) AuM. Data from the INREV Fund Manager 
Survey 2024 demonstrates that AuM in (unlisted) debt 

instruments increased significantly between 2015 and 
2023. The total volume of (unlisted) AuM in debt instru-
ments went from around EUR 78.3 billion in 2015 to over 
EUR 400 billion in 2023. This corresponds to growth of 
almost 421% in eight years. By way of comparison, to-
tal (unlisted) AuM also increased over the same period, 
but at a more moderate rate. The total volume rose from 
EUR 1,606 billion in 2015 to around EUR 3,060 billion in 
2023. This corresponds to an increase of around 91%, 
i.e. significantly smaller than the growth in AuM in (unlis-
ted) debt instruments.

This divergence between the growth of AuM in (unlisted) 
debt instruments and total (unlisted) AuM can be attri-
buted to several factors. In particular, banks’ reluctance 
to grant real estate loans as a result of increased regula-
tory requirements and higher refinancing costs has led 
to alternative forms of financing gaining in significance. 
(Unlisted) debt instruments are able to close this finan-
cing gap and support investors with flexible, individually 
tailored credit structures.

Figure	10:	Market	structure	and	change	in	cost	of	CRE	debt	in	the	UK,	2012–2023	and	2014–2024,	respectively	(source:	Savills	based	on	Bayes	Business	
School;	Barings	based	on	Bayes	Business	School,	OEF)
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Another reason for the faster growth in AuM in (unlisted) 
debt instruments is the rising demand for non-tradi-
tional financial instruments. In an environment of higher 
interest rates and more restrictive banking regulation, 
investors are looking for more flexible and more profi-
table alternatives to traditional real estate financing. 
(Unlisted) debt instruments enable investors to use ca-
pital more efficiently and adopt a diversified structure of 
financing models. 

The change in AuM in (unlisted) debt instruments shows 
that the market for alternative forms of financing is con-
tinuing to grow dynamically. The significant increase in 
AuM in debt instruments (unlisted) compared with total 
(unlisted) AuM indicates that this sector has established 
itself as a key source of financing for real estate invest-
ments. Future trends will largely depend on the extent 
to which banks maintain their restraint or whether the 
regulatory framework eases in favor of broader lending. 
However, given the current market conditions, it is ex-
pected that AuM in (unlisted) debt instruments will con-
tinue to grow strongly in the coming years.

Return potential vs. risk management

In a changing financing environment, the strategic com-
position of portfolios is becoming increasingly import-
ant for investors. Banks’ continued reluctance to lend 
for real estate and the increased cost of financing have 
not only changed market conditions, but have also influ-
enced the decision-making basis of institutional inves-
tors. A key question here is to what extent private debt 
makes a suitable supplement or alternative to traditional 
equity investments in the real estate sector.

Debt investments are a form of investment with a more 
stable and predictable return structure than traditional 
equity (private equity). While equity investments are 
characterized by potentially higher but more volatile re-
turns, private debt offers comparatively constant cash 
flows with a lower risk profile.

Typical expectations of debt investments are:

• Predictable income from contractually agreed inte-
rest payments

• Greater security through collateralized structures 
(e.g. senior loans, whole loans)

Performance of unlisted real estate assets (AuM according to INREV)

Figure	11:	Performance	of	unlisted	real	estate	assets,	AuM	total	vs.	debt	instruments,	period:	2015–2023	(source:	INREV	Fund	Manager	Survey	2024)
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• Less dependence on market cycles, as returns flow 
back in the form of ongoing interest payments

• Potential to hedge against fluctuations in value by 
using real estate assets as collateral

• Limited but stable potential returns

Return ranges vary accordingly: While private debt funds 
in the real estate sector often generate returns of 6–12% 
p.a., private equity real estate investments can generate 
significantly higher double-digit returns if successful – 
albeit with much higher risk.

Private debt offers a favorable risk structure, particularly 
in a market environment with rising financing costs and 
more restrictive bank lending. Senior, secured credit 
structures (e.g. senior mortgages) reduce default risk. In 
addition, private debt funds are able to react to market 
fluctuations through flexible financing models.

For institutional investors, the advantage lies in not ha-
ving to choose between private debt and private equity 
alone, but being able to achieve the ideal mix of both ty-
pes of investment. The benefits of a balanced allocation 
include:

• Reduction in portfolio volatility through more stable 
flows of returns from debt financing

• Greater stability during market fluctuations, as inte-
rest income from private debt flows independently 
of short-term value adjustments on the real estate 
markets

• Optimization of liquidity management, as debt 
structures generate regular distributions, whe-
reas private equity has more capital tied up 

• Flexibility in financing strategy to adapt to changing 
market conditions

Private debt thus offers institutional investors an oppor-
tunity to diversify portfolios in a targeted manner and to 
optimize their risk-return structure. Whereas traditional 
equity investments enable higher returns, they are as-
sociated with significant market risks and longer capital 
commitments. By contrast, private debt is a more de-
fensive form of investment that combines stable returns 
with predictable risks.

Back leverage as a tool to increase efficiency

Back leverage is one potential lever for increasing the 
efficiency and return of a debt fund providing real esta-
te financing. This instrument involves debt being raised 
at the level of the fund, enabling it to leverage its own 
capital. This makes it possible to grant additional loans 
without having to immediately increase the equity base.

The advantages of this structure are:

• Efficient capital allocation: Back leverage enables 
private debt funds to cover a larger volume of finan-
cing with less equity.

• Improved returns: As the cost of borrowing is gene-
rally lower than the credit margins achieved, this re-
sults in a positive leverage effect.

• Increased flexibility in liquidity management: The 
ability to raise additional capital at short notice en-
hances a fund’s ability to react to market changes.
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In practice, the fund refinances itself by integrating back 
leverage at standard market conditions. As a result, 
more effective use is made of the investors’ capital, as 
it can be used multiple times through borrowing. This 
leads to higher return on equity (RoE). There are signi-
ficant competitive advantages for the fund, particularly 
in markets with a low margin base, as the costs of back 
leverage are generally lower than the interest earned on 
the loan.

In addition to improving returns, back leverage also of-
fers liquidity management benefits. The targeted use of 
debt capital enables the fund to react flexibly to changes 
in demand and to make new financing commitments on 
an ongoing basis. This tactical flexibility is strategical-
ly important, particularly in volatile markets, in order to 
fully exploit market opportunities and offer investors a 
reliable payout.

In summary, back leverage is an effective tool for in-
creasing the efficiency of a debt fund. It not only allows a 
higher return for investors, but also improves the fund’s 
operational flexibility and market position without undu-
ly burdening the risk profile. A prerequisite, however, is 
strict risk management in order to avoid potential ne-
gative effects, such as an increase in borrowing costs 
during periods of stress.

Particularly in an environment with high demand for fi-
nancing but limited supply of capital, back leverage re-
presents a strategic complement to traditional private 
debt structures.

Scenarios for development potential

The real estate private debt market is undergoing a dy-
namic transformation characterized by macroeconomic 
developments, regulatory adjustments, and structural 
changes in the banking sector. The coming years pre-
sent various scenarios that will provide investors and 
market participants with both new challenges and op-
portunities.

1. Baseline scenario: Private debt becomes established 
as a core component of real estate financing

In a stable interest rate environment with a moderate 
economic recovery, financing requirements for com-
mercial real estate remain high. Banks adhere to restric-
tive lending criteria, leading to increasing standardiza-
tion of private debt as an alternative source of finance. 
Investors benefit from stable cash flows and growing 
demand for flexible financing structures, especially in 
mid-market transactions.

• Opportunities: Sustainable market growth through 
the progressive institutionalization of private debt.

• Risks: Ongoing uncertainty due to regulatory ad-
justments and market fluctuations.

2. Growth scenario: Expansion through the increased in-
tegration of alternative financing models

If the trend toward further restructuring of bank financing 
continues, private debt could replace traditional forms of 
financing to an even greater extent. New financing inst-
ruments, such as tokenized promissory notes and hybrid 
credit structures, could gain in importance. The diversifi-
cation of capital sources, in particular involving institutio-
nal investors and debt funds, could significantly increase 
the market volume.

• Opportunities: Expansion of the private debt sector 
through innovative financial instruments and new in-
vestor groups.

• Risks: Increased competition for attractive borro-
wers and potential increase in risky transactions.
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3. Crisis scenario: Market distortions caused by econo-
mic recession or regulatory intervention

In an environment of rising interest rates, economic 
slowdown, or unforeseen regulatory intervention, pri-
vate debt volumes could grow more slowly or even 
decrease. Stricter capital requirements and changed 
refinancing conditions could lead to less capital being 
available for private debt investments. In a worst-case 
scenario, non-performing loans (NPLs) could increase.

• Opportunities: Selective investment strategies and 
crisis-resistant loan portfolios could cushion risks.

• Risks: Rising refinancing costs and liquidity bottle-
necks could hurt the market.

4. Regulatory scenario: Tougher capital market regula-
tion and a revival of the banking sector

In this scenario, policymakers would push for greater 
regulation of the private debt market to ensure the sta-
bility of the financial system. This could lead to more 
restrictive capital requirements and increased repor-
ting requirements for alternative lenders. At the same 
time, regulatory incentives could allow banks to regain 
a larger role in real estate financing, which would reduce 
the market share of private debt.

• Opportunities: Stabilization of financial markets 
and improved risk transparency.

• Risks: Limitations on the flexibility of alternative 
forms of financing and possible capital shortages 
for non-bank investors.

The future of the private debt market depends heavily on 
external factors such as interest rate trends, regulation, 
and macroeconomic stability. While the baseline scena-
rio is that this becomes gradually established as a stan-
dard form of financing, the growth scenario offers the 
prospect of significantly expanded market penetration. 
At the same time, crisis scenarios cannot be ruled out, 
particularly in the event of economic shocks or stricter 
regulatory requirements. Possible regulation of the pri-
vate debt sector could also lead to a return to more ban-
king dominance, which would represent a new test for 
alternative financing models.

Strategic focus on mid-market transactions

A significant funding gap is particularly evident in the 
mid-market segment, i.e. for transactions in the EUR 
30–75 million range. While large institutional investors 
are increasingly investing in mega deals and banks are 
clamping down on their lending, the mid-market re-
mains structurally undersupplied.

Alternative financing instruments such as private debt 
fill this gap by providing capital for investment projects 
that do not attract traditional bank loans due to strict 
loan-to-value limits or complex project structures. 
Mid-market deals can be structured in such a way that 
multiple lenders – for example, a bank in the senior seg-
ment and a private debt fund in the junior or mezzanine 
segment – together provide the financing. These fle-
xible structures allow investors to remain liquid despite 
periods of general market uncertainty and to continue 
ongoing projects.

The relevance of the mid-market segment for the real 
estate market is often underestimated, as public atten-
tion is focused primarily on large transactions. However, 
mid-market transactions are often the mainstay for me-
dium-sized companies, family offices, and specialized 
real estate funds that purchase or plan real estate port-
folios of this size. This is precisely where the advantages 
of private debt come into play: Short decision-making 
paths, individual structures, and precisely targeted risk 
diversification. As such, private debt not only provides 
capital in market phases during which banks tend to 
exercise caution, but also contributes to the long-term 
liquidity of the overall market by stabilizing mid-market 
deals.
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This market area offers attractive opportunities for pri-
vate debt investors, as there is a need for capital that is 
no longer fully met by traditional bank financing. The in-
creasing reluctance of banks to grant loans of this mag-
nitude has led to the emergence of alternative investors 
as a major source of finance. Advantages of specializing 
in mid-market transactions are:

• Less competition: Large institutional investors fo-
cus on large-scale transactions, while smaller pro-
jects remain underfunded.

• High demand for flexible financing structures: 
Companies in this segment in particular benefit 
from tailored financing models that banks are often 
unable to offer.

 

• Attractive risk/return profile: Conservative LTVs 
and selective lending allow risk-adjusted returns to 
be realized.

Looking ahead, this market segment is expected to sta-
bilize further, with targeted private debt strategies set to 
remain a key element of financing solutions.

The ongoing upheaval in the real estate market is ope-
ning up new opportunities for real estate private debt: 
Banks are increasingly reluctant to act, while alternati-
ve investors are able to fill financing gaps and offer fle-
xible solutions, especially in the mid-market segment 
of transactions ranging from EUR 30 million to EUR 75 
million.

Despite this dynamism, strict risk management remains 
crucial. Private debt investors need to carefully assess 
creditworthiness, project quality, and collateral in order 
to achieve stable returns over the long term. Alongside 
senior secured loans, broad diversification makes risk 
management easier.

There is significant growth potential in co-lending mo-
dels with banks and in the use of back leverage, which 
funds can use to leverage their capital efficiently. This 
makes it possible to achieve attractive returns and at 
the same time expand the scope for financing.

Future developments will depend heavily on interest ra-
tes and regulatory requirements: Rising capital require-
ments could further restrict banks’ room for maneuver 
and give an additional boost to private debt. Conversely, 
a possible reduction in interest rates or relaxation of re-
gulation would increase competition.

Overall, private debt will become an indispensable part 
of real estate financing in the long term, as long as pro-
fessionalism, flexibility, and risk awareness are maintai-
ned. Particularly in the mid-market sector, this will pro-
vide significant impetus for future growth and stability.

4. Conclusion
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