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IN A NUTSHELL 
 

 

 — Compared to the US market, APAC market share of private/debt investors remains small but is growing rapidly.  

— As successive rate hikes since 2022 have led to the negative spreads between cap rates and lending rates, a window of 

opportunity has opened up for real estate debt investments. 

— Construction loans and mezzanine financing, as opposed to senior lending, will likely provide attractive risk-adjusted returns, 

especially in South Korea and Australia.  
  

  

Structural Shift of CRE Lending Market 
Amidst rapid interest rate hikes over the last two years, the U.S. regional bank failures in early 2023 raised questions on the banking 

exposure to commercial real estate (CRE) loans, with U.S banks under pressure to de-risk by reducing exposure to CRE lending to cut their 

capital requirements and raise liquidity buffers, in turn shrinking credit availability for CRE borrowers.  

 

Over the last ten years, the APAC CRE lending market has been dominated by traditional local banks. The size of the market remains nascent 

but fast-growing compared to the more mature U.S. and Europe private debt markets. In particular, three developed markets in the Asia 

Pacific region, i.e., Japan, South Korea, and Australia, saw continuous growth in CRE lending along with the rapid growth of the CRE 

transaction volume. Japan remains the largest among the three key markets, while the non-recourse loan or asset-level financing market 

remains relatively small as prominent developers in Japan tend to prefer cheaper options like corporate finance. On the contrary, South 

Korea and Australia primarily depend on asset-level financing, which has grown two-four times over the last ten years. As the APAC region 

has also seen similar successive rate hikes since 2022, and the traditional local banks who have been dominant in the sector started to 

tighten lending, an unprecedented window of opportunity has opened up for new CRE debt investors.   
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EXHIBIT 1: COMMERCIAL REAL ESTATE LENDING BY COUNTRY IN ASIA PACIFIC 

 

Source: Real Capital Analytics, Bank of Japan, FISIS, APRA Quarterly ADI Property Exposures, DWS. As of July 2023. 

 

Share of Non-Bank Lenders in APAC 

CRE lending markets in APAC remain dominated by local banks and lenders, thus less diversified compared to U.S. and Europe. For example, 

U.S. and U.K. have high diversification with non-domestic bank lenders comprising 44-60% of overall lending in 2022-2023, compared to 

19-28% in key APAC markets. Moreover, APAC markets lack established financing channels such as CMBS, Mortgage REIT, or pan-regional 

debt funds, limiting senior debt borrowers to direct lending from local banks or insurance companies. There has been the emergence of 

several single-country-focused debt funds in the region, particularly in Australia and India, mostly funded through local capital and focused 

on the residential sector. However, most were small-scale and slow in deploying capital, as structuring debt deals in Asia is less straightfor-

ward and competition had been severe with local banks. 

 

EXHIBIT 2: SHARE OF NON-DOMESTIC BANK LENDER BY MARKET 

  

Source: Real Capital Analytics, Bank of Japan, FISIS, APRA Quarterly ADI Property Exposures, DWS. As of July 2023. 
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Increasing Attractiveness of Construction Loans with Regulation Changes  

Compared to senior lending, construction loan markets have more diversified lending sources in APAC due to banks' diminishing lending 

appetite and the roll-out of stronger capital regulations for the banking industry, or Basel III1. This has varying impact in APAC, with Japan 

less affected due to the lower proportion of non-recourse borrowing. On the other hand, in South Korea and Australia, higher reliance on 

non-recourse lending to development projects impose higher-risk scores or capital reserve requirements on the banks. Consequently, local 

banks in these markets have gradually retreated from the construction loan market since 2013, yielding their share to the non-banking 

lenders, including insurance, securities, and mortgage companies with a tiny presence of real estate lending funds or institutional lenders.  

 

Exhibit 3 shows that while local banks still dominate lending to standing assets in South Korea, their market share in construction project 

loans dropped dramatically from 62% in 2013 to 27% in the third quarter of 2022, while insurance companies and other non-bank lenders 

have expanded their market share of construction financing to 35% and 38% respectively.  

 

EXHIBIT 3: COMPOSITION OF REAL ESTATE DEBT BY LENDER GROUP IN SOUTH KOREA 

 

 

Source: FISIS, DWS. As of July 2023. 

 

 

 

 

 
 

 
1 Basel III is an international regulatory accord that introduced a set of reforms designed to mitigate risk within the international banking sector by requiring banks to 

maintain certain leverage ratios and keep certain levels of reserve capital on hand. The capital requirement is based on a risk assessment for each type of bank asset, 

when construction loan gets  
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Fast-Growing but Still a Tiny Existence of CRE Debt Fund in APAC 

Among lender groups, APAC CRE Debt funds remain nascent but have grown rapidly in the last ten years. Fundraising volumes tripled from 

c. USD 1 billion in 2012 to c. 3.1 billion in 2022, mostly targeted at mezzanine development loans in Australia or development finance in 

India (mainly non-performing loans or government-backed funds for condominium development projects). In 2023, CRE debt fundraising 

increased further throughout the region, while South Korea saw record fundraising of c. USD 2 billion from a couple of funds, by far the 

largest and more than ten times larger than the historical average of the country's annual fundraising amount in the last ten years.  With 

the lack of other established financing channels, single-country-focused CRE debt funds are expected to continue to drive the expansion of 

the CRE lending market along with increasing investment demand from institutional investors.  

 

EXHIBIT 4: HISTORICAL FUNDRAISING OF COMMERCIAL REAL ESTATE DEBT FUND IN APAC 

 

 

Source: Preqin, DWS. As of July 2023. 

 

Market Developments with Interest Rate Hikes since 2022 

Since 2022, the APAC CRE debt market has faced an unprecedented turning point for market expansion, with key central banks rapidly 

hiking their base rates to fight surging inflation. Most traditional lenders in the region significantly tightened lending conditions and even 

stopped new real estate lending. Even for the small number of the successful financing transactions, higher financing costs have resulted 

in negative carry for investors reliant on external financing. The negative spreads between the cap rate and the lending yields have 

expanded to the record level of around 200-300 bps in Australia and South Korea, increasingly putting downward pressure on property 

valuations and eroding cash yields of stabilized assets for equity investors. In other words, it has transferred the income returns of landlords 

and development margins of developers into dividend returns of debt investors. This has the potential to open up an extraordinary 

investment window for debt investors to garner more attractive risk-adjusted returns than equity in the coming years.   
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EXHIBIT 5: CAP RATE AND BORROWING COST TRENDS IN ASIA PACIFIC 

Source: DWS, Oxford Economics. As of July 2023 

 

Indicative Lending Yields by Tranche in South Korea and Australia 

Indicative lending yields quoted from traditional lenders show that the recent illiquid return premium of CRE lending has recently expanded 

to an attractive level in South Korea and Australia, especially for junior debt and construction loans. For example, asset-based lending yields 

in South Korea stood at around 5.5-7.5% for senior debt and 7-11% for junior debt in June 2023, showing a remarkable risk-adjusted return 

premium. Construction loans have also provided attractive premiums with lending yields currently around 7-11% (senior) and 11-17% 

(junior). Similarly in Australia, lending yields for completed assets stand at around 5.75-6.25% (senior) and 8-11% (junior), and yields of 9-

11% (senior) and 11-17% (junior) for construction loans.  

 

Notably, loan availability for construction loans remain more scarce, as existing lenders struggle with the potential write-offs of existing 

loans and remain cautious towards all new construction loans, regardless of the financial feasibility of these projects. On the other hand, 

senior lending for existing assets has gradually stabilized with the return of traditional lenders anticipating the end of the interest rate hike 

cycle.  

  



APAC Real Estate Debt Market Update July 2023 

 

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recommendation. Past performance is not indicative of future 

returns. Forecasts are not a reliable indicator of future performance. Forecasts are based on assumptions, estimates, opinions, and hypothetical models that may prove to be incorrect. Investments come 

with risk. The value of an investment can fall as well as rise and your capital may be at risk. You might not get back the amount originally invested at any point in time. Source: DWS International GmbH. 

 

\ 6 

EXHIBIT 6: REAL ESTATE DEBT AND CORPORATE CREDIT IN SOUTH KOREA   

Source: DWS, Colliers, Oxford Economics, Reserve Bank of Australia, Bank of Korea, As of July 2023. 

 
Investment Considerations  

While the senior lending market remains dominated by local banks, construction loans for prime assets and high LTV loans present poten-

tially attractive opportunities with less competition and the ability to offer good risk-adjusted returns. Especially, in the next 6 to 12 months, 

we believe constraints in the credit markets have the potential to create attractive debt investment opportunities for alternative lenders 

across the capital stack.  

 

For construction loans, reduced appetite among lenders for construction loans has created opportunities in lending to transitional and 

development properties in prime locations with high ESG certificates, which has the potential to lead to the growth of private debt investors 

across the capital stack. We believe that key South Korean and Australian markets could become the most attractive in the APAC region 

with their relatively big market size and less institutionalized CRE lending market circumstances. By sector, office, logistics, and residential 

sectors, including built-to-rent and built-to-sell, appear to be well poisoned to provide attractive risk-adjusted returns to debt investors. 

Notably, we believe that high LTV whole-loan or mezzanine financing could potentially provide good entry points to debt investors who 

prefer high visibility on the mid-term cash flow of existing assets.  
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Important information  

For North America: 

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment products, or DWS Investment Management Americas, Inc. and 

RREEF America L.L.C., which offer advisory services. 

 

This material was prepared without regard to the specific objectives, financial situation or needs of any particular person who may receive it. It is intended for informational purposes only. It does not consti-

tute investment advice, a recommendation, an offer, solicitation, the basis for any contract to purchase or sell any security or other instrument, or for DWS or its affiliates to enter into or arrange any type of 

transaction as a consequence of any information contained herein. Neither DWS nor any of its affiliates gives any warranty as to the accuracy, reliability or completeness of information which is contained in 

this document. Except insofar as liability under any statute cannot be excluded, no member of the DWS, the Issuer or any office, employee or associate of them accepts any liability (whether arising in 

contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage whether direct, indirect, consequential or otherwise suffered by the recipient of this 

document or any other person. 

 

The views expressed in this document constitute DWS Group’s judgment at the time of issue and are subject to change. This document is only for professional investors. This document was prepared without 

regard to the specific objectives, financial situation or needs of any particular person who may receive it. No further distribution is allowed without prior written consent of the Issuer. 

 

Investments are subject to risk, including market fluctuations, regulatory change, possible delays in repayment and loss of income and principal invested. The value of investments can fall as well as rise and 

you might not get back the amount originally invested at any point in time. 

 

An investment in real assets involves a high degree of risk, including possible loss of principal amount invested, and is suitable only for sophisticated investors who can bear such losses. The value of shares/ 

units and their derived income may fall or rise. 

 

War, terrorism, sanctions, economic uncertainty, trade disputes, public health crises and related geopolitical events have led, and, in the future, may lead to significant disruptions in US and world economies 

and markets, which may lead to increased market volatility and may have significant adverse effects on the fund and its investments.  

 

For Investors in Canada.  No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or the merits of the securities described herein and any representa-

tion to the contrary is an offence. This document is intended for discussion purposes only and does not create any legally binding obligations on the part of DWS Group. Without limitation, this document 

does not constitute an offer, an invitation to offer or a recommendation to enter into any transaction. When making an investment decision, you should rely solely on the final documentation relating to the 

transaction you are considering, and not the document contained herein. DWS Group is not acting as your financial adviser or in any other fiduciary capacity with respect to any transaction presented to you.  

Any transaction(s) or products(s) mentioned herein may not be appropriate for all investors and before entering into any transaction you should take steps to ensure that you fully understand such transac-

tion(s) and have made an independent assessment of the appropriateness of the transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of entering into 

such transaction. You should also consider seeking advice from your own advisers in making this assessment. If you decide to enter into a transaction with DWS Group, you do so in reliance on your own 

judgment. The information contained in this document is based on material we believe to be reliable; however, we do not represent that it is accurate, current, complete, or error free. Assumptions, esti-

mates, and opinions contained in this document constitute our judgment as of the date of the document and are subject to change without notice. Any projections are based on a number of assumptions as 

to market conditions and there can be no guarantee that any projected results will be achieved. Past performance is not a guarantee of future results. The distribution of this document and availability of 

these products and services in certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part, without our express written permission. 

 

For EMEA, APAC & LATAM: 

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering products or services are specified in the relevant documentation. 

DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and employees (collectively “DWS”) are communicating this document in good faith and on the following basis. 

 

This document is for information/discussion purposes only and does not constitute an offer, recommendation, or solicitation to conclude a transaction and should not be treated as investment advice. 

 

This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations requiring the impartiality of financial analysis or prohibiting trading 

prior to the publication of a financial analysis. 

 

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, models, and hypothetical performance analy-

sis. No representation or warranty is made by DWS as to the reasonableness or completeness of such forward looking statements. Past performance is no guarantee of future results. 

 

The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, completeness, or fairness of such information. All third-party data is 

copyrighted by and proprietary to the provider. DWS has no obligation to update, modify or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any 

opinion, projection, forecast, or estimate set forth herein, changes or subsequently becomes inaccurate. 

 

Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents. 

 

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of assumptions which may not prove valid. 

DWS does not give taxation or legal advice.  

 

This document may not be reproduced or circulated without DWS’s written authority.  

 

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country, or other jurisdiction, including the 

United States, where such distribution, publication, availability, or use would be contrary to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction 

not currently met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, such restrictions. 
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Issued in the UK by DWS Investments UK Limited which is authorised and regulated by the Financial Conduct Authority (Reference number 429806). 
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ment Commission. 
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