
 

        

 

 

 

 

 
                

 

     
   

 

 
     

              
 

 
 

      
     

 

 

       
        

         
      

      
      

      
        

      
        

     
       

    
       

      
     

      
      

 

  
 

       
       

        
     

      
       

 
     
      

      

  
       
       

  
 

 
   

 
  

 
       
       

      

Analysis 

K E Y N O T E I N T E R V I E W 

Alternativelendersstepinto 
financeGermanrecovery 

Non-bank lenders are ftnally being compensated for risk in Europe's largest real estate 
market and have a crucial role to play in capital restructuring, according to PIMCO's 

Roman Kogan and PIMCO Prime Real Estate's Roland Fuchs 

Elevated interest rates have created a 
difficult environment in Europe's larg-
est real estate market. The VDP bank-
ing association recorded a 10.2 percent 
fall in commercial property prices in 
2023 alone. But a first interest rate cut 
by the European Central Bank on 6 
June brought a degree of relief, and al-
ternative lenders are eyeing opportuni-
ties to deploy capital into the formerly 
bank dominated commercial real estate 
lending market as it recovers, say Ro-
man Kogan, global co-head of PIMCO 
commercial real estate private lending, 
and Roland Fuchs, head of European 
real estate finance, PIMCO Prime Real 
Estate. 

SPONSOR 

PIMCO 

Q How big a focus is 
Germany for your lending 

strategies? 
Roland Fuchs: As the largest real es-
tate market in Europe, Germany is one 
of our key markets. We have a core 
lending business which writes medium 
and long-term fixed rate loans. That 
has been the traditional sweet spot of 
alternative lenders, especially for in-
surance companies and pension funds 
entering the lending space in Europe. 

But it is the transitional lending 

side that has grown most strongly over 
the past five years. That is a value-add 
type strategy providing short and me-
dium-term loans, most of them float-
ing rate in non-core situations. That 
higher cost of capital lending has pre-
viously been difficult to do in Germany 
because it has not produced the level of 
returns that non-bank lenders expect. 

Q Germany is traditionally a 
bank dominated market. 

Why do you see opportunities 
for alternative lenders? 
RF: Around 15 years ago the alterna-
tive lending sector in German was very 
small. In the following years insurance 
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QWhat are the biggest challenges facing the German real 
estate market in the coming two years? 

RF: The risks posed by political, social and economic volatility are 
relevant for all European markets, including Germany, and should not 
be underplayed. Nevertheless, real estate is a long-term play and in the 
German market we have many long-term asset holders, which have the 
cash, the liquidity, and the commitment to find solutions where necessary. 

In Germany there is very little pressure coming from the CMBS side. 
There is no evidence of structural weaknesses that could trigger a distressed 
situation more than in other countries. If you look at the P&L (profit and 
loss) of the mortgage banks, landesbanks and commercial banks, higher 
interest rates have boosted interest income. That is a stabilising factor when 
they are seeking to make provision for any challenges that might emerge. 

companies, pension funds and asset 
managers began to widen their geo- 
graphic spread outside the UK to cover 
Germany, attracted by the size of the 
market and its social and economic sta- 
bility. That created a more diverse loan 
syndication market. 

More recently, pension funds and 
insurance companies began to view 
lending as an attractive alternative 
method to equity investing to gain ex- 
posure to the real estate market. At the 
same time capital charges have created 
a ceiling on the balance sheet growth of 
the traditional lenders. 

Roman Kogan: Changing banking 
regulation, particularly the migration 
away from internal based models of 
capital calculation to a more standard- 
ised approach has and will have a signif- 
icant impact on the ability of banks to 
lend on commercial real estate. They 
have been reducing their footprint in 
the sector, and it will continue to be- 
come more and more economically 
unattractive for them as the rules con- 
tinues to tighten. 

RF: Germany still has one of the 
deepest, widest and most liquid bank- 
ing markets in Europe. But it can no 
longer meet all of the needs for real  
estate lending, especially outside the 
traditional core sectors. That creates 
a stabilising complementarity between 
the still-active banking sector and the 
growing alternative finance market.  

Q What role do you see non- 
bank debt capital playing 

in Germany’s real estate market 
in the years to come? 
RK: Alternative lenders have become a 
permanent fixture of the lending eco- 
system. In the past, debt funds were 
usually mezzanine lenders targeting 
10-12 percent returns. Now, they cover 
the full capital spectrum. For example, 
the PIMCO real estate platform can go 
from core fixed rate debt all the way 
to mezzanine for development, and 
everything in between. Borrowers have 

become more comfortable dealing with 
non-bank lenders. And banks have be- 
come more accepting of lending along- 
side us as part of a syndicate. 

RF: Alternative lenders also bring to 
the finance market real estate expertise 
gained through equity investing. Mean- 
while, the sector has become more 
ambitious, so it no longer sees itself as 
purely secondary ticket investors. 

Our sponsors are often also our 
partners when buying and selling on  
the equity side, and we can build on 
those existing relationships. Typically, 
alternative lenders are financing as- 
sets that they also underwrite as equi- 
ty investments. But by accessing them 
through credit they can do so at lower 
risk. For many years the risk-return 

Analysis 

profile of German real estate lending 
was unattractive. Now, because base 
rates are higher and margins have been 
adjusted, lenders are being better com- 
pensated for the risk they take. 

When we look across our $110-plus 
billion private equity and lending book 
today, we see financing as the most at- 
tractive way for our investors to seek 
the returns they need from real estate, 
making those existing relationships par- 
ticularly beneficial in today's markets. 

Q Will refinancing maturing 
bank loans provide 

a major opportunity for 
alternative lenders? 
RF: A lot of real estate equity was trad- 
ed between 2015 and 2022, so there are 
refinancing opportunities, necessities, 
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and sometimes challenges coming up. 
But there is capital available on the 
debt side, and on the equity side for 
deleveraging. 

Germany has a broad investor com-
munity with deep pockets: pension 
funds, insurance companies and family 
offices. That is why we have not seen a 
lot of distress in the German market. 
Over the last 18-24 months there have 
been some intensive discussions. Refi-
nancings have taken longer than previ-
ously. Investors need to be convinced 
not only that they are lending at the 
right leverage and margin, but also that 
borrowers have sound business and 
capex plans going forward, particularly 
for office loans. 

RK: Capital structures need to be right 
sized. Because banks want typically 
lower LTVs there is a gap that needs to 
be filled, and for a lot of borrowers, it 
will be alternative lenders that provide 
the solution. That could be for all types 
of assets such as stabilised buildings, or 
for a recently completed development 
that needs refinancing to allow enough 
time for lease up and stabilisation. 

Q Do you expect to see 
a significant wave of 

distress in Germany? 
RK: Across all markets, the recog-
nition that prices need to correct is 
there, so the market needs to absorb 
that emotionally and psychologically 
before transactions can happen. What 
may be particular to Germany is that 
it was the market at the tightest end of 
the cap rate and lending margin spec-
trum. The deep lending market helped 
to fuel those value increases so it may 
feel more pain than other markets as 
cap rates normalise. While there like-
ly won't be a huge wave of distress, we 
are seeing some situations, particularly 
development projects, where funding 
gaps are emerging, and capital struc-
tures will need significant correction. 

RF: In Germany there is a very spe-
cific cyclical opportunity because the 

development market has been over-lev-
eraged. Write-downs will be necessary 
both on the equity and debt side in 
those situations. But because the mar-
ket is still liquid there is capital willing 
to step in and restructure them. It may 
be wise not to step into those situations 
too quickly and aggressively, because 
price corrections typically take longer 
in Germany. 

Q There are concerns about 
market conditions as 

property values recalibrate. 
How can lenders mitigate 
this risk when undertaking 
financing transactions? 
RK: Since the GFC, the lending mar-
ket has shown reasonably good disci-
pline in its lending structures. Most 
loans reduce risk through structural 
features such as covenant protections. 
We have adjusted the metrics against 
which we lend. The debt yields that we 
would find acceptable have widened, 
and the LTV is a little bit lower. But 
that is an adjustment relative to mar-
ket conditions and the changes we have 
seen in capitalisation rates. 

"We continue 
to see attractive 
opportunities in the 
industrial, logistics 
and living sectors . 
Digital infrastructure 
is PIMCO's highest-
conviction area 
globally" 

ROMAN KOGAN 

RF: To compensate for higher base 
rates, the minimum debt yields that 
you build in to cover potential volatil-
ity in your rent roll going forward also 
may need to be accordingly higher. 
The loans at 4 percent debt yields that 
we saw a couple of years ago will likely 
not be available anymore. 

Q In which sectors in the 
German market do you see 

the most attractive conditions? 
RK: We continue to see attractive op-
portunities in the industrial, logistics 
and living sectors, although that is not 
unique to Germany. Data centre assets 
have been a key focus area, and not just 
in the debt space. Digital infrastructure 
is PIMCO's highest-conviction area 
globally. 

The major cities in Germany re-
main very strong office markets if 
you are backing the best-performing, 
ESG-compliant buildings that will at-
tract tenant demand. Office reposition-
ing can work for the right property, in 
the right location, with the right spon-
sor, with a credible business plan. In to-
day's office market you need everything 
to be ideal, so those are difficult criteria 
to meet. 

RF: If the sponsor has a clear vision for 
repositioning a centrally located asset 
in one of the major German office mar-
kets, you can potentially underwrite 
the loan with more confidence than 
you could for a core asset without such 
a compelling story. 

People are still flowing into the cit-
ies of Europe and of Germany. They 
like to live, work and study in cities 
like Munich, Frankfurt, Hamburg and 
Diisseldorf. Those people need en-
tertainment and services in locations 
which would formerly have been domi-
nated by shopping centres. If an asset is 
meeting multiple customer needs and 
providing a great experience, then re-
tail can be one of the most interesting 
and lively asset classes. But high-qual-
ity asset management and operational 
expertise are essential. ■ 
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Statements concerning financial market trends or portfolio strategies are based on current market conditions, which will fluctuate. There is no guarantee that 
these investment strategies will work under all market conditions or are appropriate for all investors and each investor should evaluate their ability to invest for 
the long term, especially during periods of downturn in the market. Outlook and strategies are subject to change without notice. 

Alternatives involve a high degree of risk and prospective investors are advised that these strategies are appropriate only for persons of adequate financial means 
who have no need for liquidity with respect to their investment and who can bear the economic risk, including the possible complete loss, of their investment. The 
value of real estate and portfolios that invest in real estate may fluctuate due to: losses from casualty or condemnation, changes in local and general economic 
conditions, supply and demand, interest rates, property tax rates, regulatory limitations on rents, zoning laws, and operating expenses. 

This material contains the current opinions of the author but not necessarily those of PIMCO such opinions are subject to change without notice. This material is 
distributed for informational purposes only and should not be considered as investment advice or a recommendation of any particular security, strategy or 
investment product. Information contained herein has been obtained from sources believed to be reliable, but not guaranteed. 

PIMCO as a general matter provides services to qualified institutions, financial intermediaries and institutional investors. Individual investors should contact their 
own financial professional to determine the most appropriate investment options for their financial situation. This is not an offer to any person in any jurisdiction 
where unlawful or unauthorized. | Pacific Investment Management Company LLC, 650 Newport Center Drive, Newport Beach, CA 92660 is regulated by the United 
States Securities and Exchange Commission. | PIMCO Europe Ltd (Company No. 2604517, 11 Baker Street, London W1U 3AH, United Kingdom) is authorised and 
regulated by the Financial Conduct Authority (FCA) (12 Endeavour Square, London E20 1JN) in the UK. The services provided by PIMCO Europe Ltd are not available 
to retail investors, who should not rely on this communication but contact their financial adviser. . Since PIMCO Europe Ltd services and products are provided 
exclusively to professional clients, the appropriateness of such is always affirmed. | PIMCO Europe GmbH (Company No. 192083, Seidlstr. 24-24a, 80335 Munich, 
Germany), PIMCO Europe GmbH Italian Branch (Company No. 10005170963, via Turati nn. 25/27 (angolo via Cavalieri n. 4), 20121 Milano, Italy), PIMCO Europe 
GmbH Irish Branch (Company No. 909462, 57B Harcourt Street Dublin D02 F721, Ireland), PIMCO Europe GmbH UK Branch (Company No. FC037712, 11 Baker 
Street, London W1U 3AH, UK), PIMCO Europe GmbH Spanish Branch (N.I.F. W2765338E, Paseo de la Castellana 43, Oficina 05-111, 28046 Madrid, Spain) and 
PIMCO Europe GmbH French Branch (Company No. 918745621 R.C.S. Paris, 50–52 Boulevard Haussmann, 75009 Paris, France) are authorised and regulated by 
the German Federal Financial Supervisory Authority (BaFin) (Marie- Curie-Str. 24-28, 60439 Frankfurt am Main) in Germany in accordance with Section 15 of the 
German Securities Institutions Act (WpIG). The Italian Branch, Irish Branch, UK Branch, Spanish Branch and French Branch are additionally supervised by: (1) Italian 
Branch: the Commissione Nazionale per le Società e la Borsa (CONSOB) (Giovanni Battista Martini, 3 - 00198 Rome) in accordance with Article 27 of the Italian 
Consolidated Financial Act; (2) Irish Branch: the Central Bank of Ireland (New Wapping Street, North Wall Quay, Dublin 1 D01 F7X3) in accordance with Regulation 43 
of the European Union (Markets in Financial Instruments) Regulations 2017, as amended; (3) UK Branch: the Financial Conduct Authority (FCA) (12 Endeavour 
Square, London E20 1JN); (4) Spanish Branch: the Comisión Nacional del Mercado de Valores (CNMV) (Edison, 4, 28006 Madrid) in accordance with obligations 
stipulated in articles 168 and 203 to 224, as well as obligations contained in Tile V, Section I of the Law on the Securities Market (LSM) and in articles 111, 114 and 
117 of Royal Decree 217/2008, respectively and (5) French Branch: ACPR/Banque de France (4 Place de Budapest, CS 92459, 75436 Paris Cedex 09) in accordance 
with Art. 35 of Directive 2014/65/EU on markets in financial instruments and under the surveillance of ACPR and AMF. The services provided by PIMCO Europe 
GmbH are available only to professional clients as defined in Section 67 para. 2 German Securities Trading Act (WpHG). They are not available to individual 
investors, who should not rely on this communication. According to Art. 56 of Regulation (EU) 565/2017, an investment company is entitled to assume that 
professional clients possess the necessary knowledge and experience to understand the risks associated with the relevant investment services or transactions. 
Since PIMCO Europe GMBH services and products are provided exclusively to professional clients, the appropriateness of such is always affirmed. | PIMCO 
(Schweiz) GmbH (registered in Switzerland, Company No. CH-020.4.038.582-2, Brandschenkestrasse 41 Zurich 8002, Switzerland). According to the Swiss 
Collective Investment Schemes Act of 23 June 2006 (“CISA”), an investment company is entitled to assume that professional clients possess the necessary 
knowledge and experience to understand the risks associated with the relevant investment services or transactions. Since PIMCO (Schweiz) GmbH services and 
products are provided exclusively to professional clients, the appropriateness of such is always affirmed. The services provided by PIMCO (Schweiz) GmbH are not 
available to retail investors, who should not rely on this communication but contact their financial adviser. | PIMCO Asia Pte Ltd (8 Marina View, #30-01, Asia Square 
Tower 1, Singapore 018960, Registration No. 199804652K) is regulated by the Monetary Authority of Singapore as a holder of a capital markets services licence and 
an exempt financial adviser. The asset management services and investment products are not available to persons where provision of such services and products 
is unauthorised. | PIMCO Asia Limited (Suite 2201, 22nd Floor, Two International Finance Centre, No. 8 Finance Street, Central, Hong Kong) is licensed by the 
Securities and Futures Commission for Types 1, 4 and 9 regulated activities under the Securities and Futures Ordinance. PIMCO Asia Limited is registered as a 
cross-border discretionary investment manager with the Financial Supervisory Commission of Korea (Registration No. 08-02-307). The asset management services 
and investment products are not available to persons where provision of such services and products is unauthorised. | PIMCO Investment Management (Shanghai) 
Limited. Office address: Suite 7204, Shanghai Tower, 479 Lujiazui Ring Road, Pudong, Shanghai 200120, China (Unified social credit code: 91310115MA1K41MU72) 
is registered with Asset Management Association of China as Private Fund Manager (Registration No. P1071502, Type: Other). | PIMCO Australia Pty Ltd ABN 54 
084 280 508, AFSL 246862. This publication has been prepared without taking into account theobjectives, financial situation or needs of investors. Before making 
an investment decision, investors should obtain professional advice and consider whether the information contained herein is appropriate having regard to their 
objectives, financial situation and needs. To the extent it involves Pacific Investment Management Co LLC (PIMCO LLC) providing financial services to wholesale 
clients, PIMCO LLC is exempt from the requirement to hold an Australian financial services licence in respect of financial services provided to wholesale clients in 
Australia. PIMCO LLC is regulated by the Securities and Exchange Commission under US laws, which differ from Australian laws. | PIMCO Japan Ltd, Financial 
Instruments Business Registration Number is Director of Kanto Local Finance Bureau (Financial Instruments Firm) No. 382. PIMCO Japan Ltd is a member of Japan 
Investment Advisers Association, The Investment Trusts Association, Japan and Type II Financial Instruments Firms Association. All investments contain risk. 
There is no guarantee that the principal amount of the investment will be preserved, or that a certain return will be realized; the investment could suffer a loss. All 
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will vary depending on the investment strategy, the status of investment performance, period of management and outstanding balance of assets and thus such fees 
and expenses cannot be set forth herein. | PIMCO Taiwan Limited is an independently operated and managed company. The reference number of business license 
of the company approved by the competent authority is (112) Jin Guan Tou Gu Xin Zi No. 015 . The registered address of the company is 40F., No.68, Sec. 5, 
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