
PERSPECTIVES

As the ‘lower for longer’ environment grinds on, so does the hunt for yield. This is driving 
demand from investors seeking opportunities that can offer yield premia above those of 
fixed income strategies, without taking on excessive risk to achieve them. For investors with 
long-term liabilities to match or those just looking for a yield pick-up, commercial real 
estate credit offers attractive relative value with a focus on regular, predictable income with 
downside protection. 

However, successful investing in real estate credit relies on a combination of skillsets – 
expert knowledge of real estate markets, alongside an understanding of credit risk and the 
ability to structure loans effectively with protective covenants. 

Detailed real estate expertise is essential to understand the fundamentals that drive 
valuations through cycles, and the factors that influence the attractiveness of a property 
or location to tenants. Established networks and strong relationships within the sector are 
also needed to source opportunities and originate loans in private markets. Meanwhile, the 
ability to manage risk through effective underwriting is also vital. For investment managers 
with this mix of capabilities, there are currently many compelling opportunities in the market.

REAL ESTATE CREDIT INTRODUCTION
Real estate credit refers to private loans, or mortgages, secured against underlying 
commercial real estate assets. These loans are typically used to finance the acquisition of 
a property (new loans), replace an existing loan which is maturing (refinancing), or fund 
improvement projects (capex) or new developments. In return, the lender receives regular 
income from the loan interest payments, typically backed by rents from the underlying 
property. A well-functioning commercial real estate market relies on real estate investors 
being able to secure financing for their activities. In Europe, each year approximately €150 
billion of real estate loans reach maturity and need to be refinanced, creating an ongoing 
investment opportunity for credit investors to meet this demand. In the UK alone, the stock 
of outstanding loans is £244 billion with annual new lending averaging c.£45 billion. 
Whilst the pandemic suppressed the wider UK real estate market in 2020, loan originations 
still reached £33.6 billion. 

KEY INVESTMENT CHARACTERISTICS:
• Stable, predictable income

• Higher yield than fixed income, 
with similar levels of risk

• Downside protection through 
structuring and position in 
capital stack

• Secured by quality of 
underlying assets 

• Diversifier to direct real estate 
and listed securities
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For investors looking for a yield premium in a ‘lower for longer’ 
environment, commercial real estate credit can offer a solution 
with attractive investment characteristics and risk-adjusted 
returns. However, extensive real estate and structuring expertise 
is needed to source, underwrite and execute on the compelling 
opportunities in this space. 
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ATTRACTIVE INVESTMENT 
CHARACTERISTICS

STABLE, PREDICTABLE INCOME
Real estate credit offers the security of a 
contractual income stream, giving investors 
visibility and relative certainty of income over 
time. Generally, average lease lengths exceed 
loan duration. This can be particularly useful for 
investors with long-term liabilities to meet. 

YIELD PREMIUM TO FIXED INCOME
Commercial mortgages can generate a 
significant yield premium compared to 
corporate bonds or other fixed income products 
with similar risk characteristics.

DOWNSIDE PROTECTION
Commercial real estate credit can provide 
effective downside protection with early warning 
signals via loan covenants. Investors are also 
protected by lending only up to a percentage 
of the value of a property, ensuring there is a 
significant equity cushion in the event of value 
decline, and securing priority over other lenders 
in the capital stack.

BACKED BY REAL ASSET SECURITY
Commercial mortgages take security over 
the underlying real estate, allowing a good 
manaager to select high-quality assets and 
maintain its ability to attract tenants and 
preserve value.

DIVERSIFIER TO DIRECT REAL ESTATE AND 
LISTED SECURITIES
With only moderate correlation with traditional 
bonds, and low correlation with high yield bonds 
and real estate equity, real estate credit offers 
valuable diversification benefits to investors and 
can offer a defensive addition to a portfolio to 
complement a real estate equity allocation.
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UNDERSTANDING THE OPPORTUNITY

A GROWING NEED FOR NON-TRADITIONAL LENDING
Tighter controls and increased regulation of mortgage lending 
by traditional lenders such as banks and insurance companies 
has been a feature of the real estate market since the Global 
Financial Crisis. As a result, banks have reduced ability and 
willingness to lend against certain types of real estate, leaving a 
gap in the market for commercial real estate investors requiring 
finance. 

Non-traditional lenders such as debt funds, which raise money 
from investors and then lend that money out to generate returns 
for their investors, are stepping in to fill this gap. In recent years, 
alternative lenders have increasingly gained market share from 
traditional lenders in Europe and been able to finance income-
producing assets in prime locations. These non-bank lenders can 
be more attractive to borrowers for a number of reasons, but 
particularly for their flexibility in structuring, speed and ability to 
underwrite complex deals and structure debt across the capital 
stack. 

It is important to note there is a role for commercial real estate 
lending across all stages of the real estate cycle. When the real 
estate transaction market is active, demand for acquisition 
financing grows, but there may be fewer chances to win 
refinancing opportunities from incumbent lenders. However, 
when real estate transaction activity slows, demand rises for 
refinancing as borrowers seek to diversify funding sources. At this 
point, distressed debt opportunities can emerge, demonstrating 
the enduring demand for real estate credit throughout the cycle.

RISK IN DIFFERENT PARTS OF THE CAPITAL STACK
Like all asset classes, within real estate credit, returns to investors 
reflect the risk they are willing to take.  A lender’s position in 
the capital stack determines the priority in which cash flows are 
distributed among investors and who has control rights of the 
underlying property. The lenders repaid first have the lowest risk 
of losing their capital, therefore they also earn the lowest rate 
of return. Put simply, a lender’s position in the capital stack and 
the associated legal documentation defines who has the right 
(and in what order) to the income and profits generated by an 
investment, or in this case, a property.

INVESTMENT OPTIONS, RISKS AND RETURNS
While most investors are aware of traditional asset classes and 
their risk characteristics, many investors are not aware of the full 
range of funding options within real estate credit.  We set out 
below some different investment options and indicative current 
returns within the core European credit markets, illustrating the 
range of opportunities that investors may wish to consider in the 
context of their own risk appetite.  Please refer to Figure 1, which 
gives examples of different returns and associated types of risks. 

Figure 1: UK & Core European Credit Markets – Return Spectrum Examples of Gross Returns* and Deal Types

* Illustrative range of current unlevered gross IRRs: combination of margins over 3m LIBOR and amortised arrangement fees across main European markets including UK based on current pipeline and 
conditions observed by  CBRE Investment Management. UK & EMEA strategies are typically executed without the use of leverage, Manager fees excluded. LTV = Loan to Value ratio; LTGDV = Loan to 
Gross Development Value ratio.

HIGHEST MARGIN, HIGHEST RISK

BEST-IN-CLASS 
SENIOR

• 3-5y Floating

• Prime Cities

• £50-100m+ 
size

• Best assets

1-2.25%
1.5-2.75%

2.5%-4% 

4.5-5.5%
4-6%

7-12%
8-12%+

FIXED RATE LONG 
TERM

• 7-15Y Fixed

• Prime cities & 
best regional

• £50-200m

• Good assets

• 55% LTV

SENIOR ‘PLUS’ 

• 5y Floating

• Good or 
supportable 
secondary 
locations

• £20-50m 
size

• More asset / 
tenant risk 

• 55-65% LTV

CAPEX

• 2-5y Floating

• Refurbish to 
core in strong 
locations

• Phased 
drawdowns

• Leasing risk

• 50-70% LTV

DEVELOPMENT

• Non 
stabilised 
assets

• Leasing risk 

• May include 
planning risk

• Limited 
liquidity in 
assets 
affected by 
pandemic 

• 50-60% 
LTGDV

SPECIAL 
SITUATIONS / 
RESCUE

• Pressured 
sectors

• Over levered 
structures

• Delayed 
development

• Enforcement 
/ legal 
complexity

WHOLE LOANS

• 3-5y 
Floating

• Stretched 
senior up to 
75% LTV

• Income 
producing 
assets

• Blended 
senior / 
mezz
returns

CORE CORE+ VALUE ADD/OPPORTUNISTIC

LOWEST MARGIN, LOWEST RISK

6-10%

MEZZANINE / 
LEVERED WHOLE 
LOANS

• 2-5y Floating

• Core or 
supportable 
Regional 
locations

• May include 
specialist 
asset classes

• 60-80% LTV

GROSS RETURN IRR
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NAVIGATING RISK WITH EXPERTISE 

PROTECTED BY THE QUALITY OF THE UNDERLYING ASSET
A borrower’s ability to continue servicing interest payments on 
a loan typically relies on the rents that an underlying asset can 
produce. So it is incredibly important to carefully select the right 
assets to lend to, focusing on:

Location and property value 
Demand for some locations will remain sustainable 
and robust, even through market downturns.

Property sector and demand dynamics 
Understanding the factors that drive demand helps 
to select properties that will be more resilient to 
economic downturns and changes in working 
practices. 

Ability to attract tenants over the long term 
There are key characteristics which impact long-
term demand from tenants, including growing 
expectations around the sustainability of buildings 
and their environmental footprint. 

Resilience to changing market conditions 
Even in difficult markets, not all assets or sectors are 
impacted equally. Insight into the mega trends and 
drivers impacting individual sectors can help identify 
those that will weather market downturns well.

A thorough understanding of these aspects enables accurate 
underwriting of an opportunity, determining and appropriately 
pricing the level of risk whilst structuring strong protections to 
mitigate potential downside scenarios. 

If a borrower does default on interest payments or the ultimate 
repayment of the loan at maturity, the final recourse is to 
take control of the property, also known as enforcement. In 
that situation, the asset will need to be managed to continue 
generating rents while it is prepared for sale. This is an 
unrealistic option for many investors without real estate asset 
management capabilities or detailed knowledge of the local 
market, highlighting the necessity of real estate expertise in 
managing this type of investment, and its associated risks. 

This is where  CBRE Investment Management, as a leading global 
real estate manager, offers investors a significant advantage 
in the sector. With our own industry-leading market data and 
insight, we can identify, access and select superior opportunities 
within a sector and location. With a thorough understanding 
of real estate market cycles and occupier behaviours, we can 
accurately assess and price the risk involved in a transaction. If 
it became necessary to enforce on the underlying property, we 
can draw on the strength and capability of the broader group 
to manage the asset and recoup as much value as possible for 
our investors. Importantly, because we only lend a percentage of 
the value of a property, the sale price can be discounted but still 
cover the amount of the loan.

 

MANAGING RISK 
Our expertise in real estate markets and detailed understanding 
of the underlying drivers have allowed us to design a real estate 
credit approach which mitigates risk by carefully selecting 
resilient, sustainable assets in strong locations, and structuring 
effective protections to manage downside scenarios. We are 
more cautious in certain, more cyclical sectors, but also recognize 
that at certain points in the cycle, some asset types can fall out of 
favour, and as a result, all opportunities within particular sectors 
are indiscriminately affected. However, not all assets within that 
sector will carry the same risks or be impacted in the same way 
as others by market dynamics. This can lead other investors 
to overlook compelling opportunities which can be unearthed 
through strong due diligence and informed stock selection.

To gain a full view of the risks associated with any investment 
opportunity, we underwrite our loans carefully. Therefore, we 
invest in markets we know and understand well, considering how 
they have behaved in previous cycles, and the drivers that will 
likely impact future performance in the sector and region. We use 
the unique CBRE information advantage to serve our investors 
by stress-testing future loan performance against multiple 
historic ‘worst case’ datapoints for each real estate asset in its 
micro location. We consider lowest rents and highest yields for 
comparable assets, and test the resilience of our loan structures 
through cycles. Disciplined risk mitigation through volatility is key 
to our outstanding track record. 

We are also highly focused on our sponsor partners, opting to  
work with those who are experienced, understand tenants’ needs 
and are well captilised to deliver on their business plans.

STRUCTURING FOR DOWNSIDE PROTECTION
In recognition of the advanced stage of the property cycle, we 
take a defensive approach to our investment decisions. Our debt 
investments are generally protected from value declines of up to 
25-30% – whilst repricing to this level is considered highly unlikely, 
our investment strategy is designed to be able to withstand both 
market- and asset-level volatility.

We focus on assets with sustainable, resilient cashflows that 
provide comfortable coverage of debt service and enable 
refinancing at maturity, or a sale of the underlying asset in order 
to repay the loan. Our loans include bespoke covenant packages 
that allow us to identify and manage risks as soon as they arise. 
These covenants also give us different ‘levers to pull’ in tricky 
markets and help us identify risks well before they might impact 
the repayment of a loan.
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DISCLAIMER
THE INFORMATION IN THIS DOCUMENT IS CONFIDENTIAL AND MEANT FOR USE ONLY BY THE INTENDED RECIPIENT. THIS MATERIAL IS INTENDED FOR INFORMATIONAL PURPOSES ONLY, DOES NOT CONSTITUTE 
INVESTMENT ADVICE, OR A RECOMMENDATION, OR AN OFFER OR SOLICITATION, AND IS NOT THE BASIS FOR ANY CONTRACT TO PURCHASE OR SELL ANY SECURITY, PROPERTY OR OTHER INSTRUMENT, OR FOR  
CBRE INVESTMENT MANAGEMENT TO ENTER INTO OR ARRANGE ANY TYPE OF TRANSACTION. THIS INFORMATION IS THE SOLE PROPERTY OF  CBRE INVESTMENT MANAGEMENT AND ITS AFFILIATES. ACCEPTANCE 
AND/OR USE OF ANY OF THE INFORMATION CONTAINED IN THIS DOCUMENT INDICATES THE RECIPIENT’S AGREEMENT NOT TO DISCLOSE ANY OF THE INFORMATION CONTAINED HEREIN.

CERTAIN ECONOMIC AND MARKET INFORMATION CONTAINED HEREIN HAS BEEN OBTAINED FROM PUBLISHED SOURCES PREPARED BY THIRD PARTIES AND IN CERTAIN CASES HAS NOT BEEN UPDATED 
THROUGH THE DATE HEREOF. NEITHER  CBRE INVESTMENT MANAGEMENT, ANY FUND OR PROGRAM OR ITS GENERAL PARTNER, NOR THEIR RESPECTIVE AFFILIATES NOR ANY OF THEIR RESPECTIVE EMPLOYEES 
OR AGENTS ASSUME ANY RESPONSIBILITY FOR THE ACCURACY OR COMPLETENESS OF SUCH INFORMATION.

CBRE INVESTMENT MANAGEMENT HAS NOT MADE ANY REPRESENTATION OR WARRANTY, EXPRESS OR IMPLIED, WITH RESPECT TO THE FAIRNESS, CORRECTNESS, ACCURACY, REASONABLENESS OR 
COMPLETENESS OF ANY OF THE INFORMATION CONTAINED HEREIN (INCLUDING BUT NOT LIMITED TO INFORMATION OBTAINED FROM THIRD PARTIES), AND THEY EXPRESSLY DISCLAIM ANY RESPONSIBILITY 
OR LIABILITY THEREFORE.  CBRE INVESTMENT MANAGEMENT DOES NOT HAVE ANY RESPONSIBILITY TO UPDATE OR CORRECT ANY OF THE INFORMATION PROVIDED IN THIS PRESENTATION.

THE CURRENT MARKET OPPORTUNITY

A REFINANCING WALL APPROACHES
A refinancing ‘wall’ is growing – most loans in Europe are three to 
seven years in duration, and as a result, a number of loans reach 
maturity and need to be refinanced each year. Typically, there is 
turnover of approximately £45 billion of real estate loans in the 
UK market each year, with loans repaid either via the sale of an 
asset or by refinancing with the same or a new lender.

Many loans fell due for repayment in 2020, and more are due 
in 2021. However, due to the COVID-19 pandemic, short-term 
extensions have been granted for many loans and these loans 
have now been added to the stock due to be refinanced in 2021 
and beyond. As such, in the UK alone we calculate that £129 
billion worth of loans need to be refinanced by the end of 2023. 
This shows the scale of the demand for real estate credit as well as 
the opportunity ahead. Non-bank lenders will need to supplement 
the demand for financing to make up for the still constrained 
appetite of traditional lenders.

Sources: Cass Lending Survey, FY2020

Refinancing requirement based on CASS estimated total outstanding debt 
of £244 billion 

THE SWEET SPOT FOR FINANCING DEMAND
Traditional lenders such as banks and insurers remain resolutely 
‘risk off’, supporting only their largest or most conservative 
borrowers to fund the most prime underlying real estate, or assets 
in highly defensive sectors. This creates an excellent market entry 
opportunity for those who have capital available to invest and can 
be more flexible in their approach. 

Whilst risk has increased during the pandemic, it should be noted 
that a market risk-premium can sometimes apply indiscriminately 
(e.g., across all retail or hospitality assets), providing a clear stock 
selection opportunity for those who can underwrite risk effectively 
and understand the nuances of particular assets, locations and 
business plans

TRUSTED LENDERS CAN BENEFIT
Our pipeline of opportunities is strong, and we have an excellent 
track record with borrowers for successfully executing stabilised 
or transitional loans (which is lending against assets which need 
some capital expenditure and may require some leasing activity). 
Borrowers respect our speed and reliability of execution, which is 
becoming increasingly important as borrowers want to know their 
lender can be relied upon to complete the deal.

Borrowers also value lenders who hold their loans to maturity, 
particularly during turbulent times. During the Global Financial 
Crisis, many borrowers found themselves in a position where their 
original lender had sold portions of the loan, forcing the borrower 
to seek business plan sign off or consent for new lettings from 
new lenders they did not know well, and who hadn’t necessarily 
bought into the sponsor as heavily as the original lender had. Our 
strategy is to write loans to hold rather than syndicate, which gives 
confidence to borrowers in our commitment. 

A CLEAR AND PRESENT OPPORTUNITY
For investors looking for defensive investments offering steady, 
predictable income with a higher yield than fixed income, UK 
and European real estate credit provides attractive spreads with 
substantial downside protection. Even prior to the COVID-19 
pandemic, changing market dynamics were providing investors 
with opportunities to deploy significant capital in the real estate 
credit market. The pandemic has served to accelerate these 
market trends and create unique opportunities for well-informed 
real estate investors. 

However, identifying and harnessing the opportunities in the sector 
relies on a thorough understanding of the long-term structural 
trends that shape tenant and investor demand for sustainable 
real estate assets. Therefore, we believe successful investment 
and risk management within real estate credit depends on in-
depth understanding of real estate sectors, as well as up-to-date 
knowledge of tenant behaviour and micro-location dynamics. 

At  CBRE Investment Management, we have the expertise, 
relationships and market insight to source investments, identify 
and execute attractive opportunities and manage risks. As investors 
continue to search for higher yield alternatives to fixed income, we 
expect demand for real estate credit to grow at pace.
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Figure 2: Maturity Profile of Outstanding Loan Books
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