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European Real Estate Debt Opportunities 

IN A NUTSHELL 
 

 

— Financing gap and more restrictive lending from the traditional lenders is an potential opportunity for alternative lenders, 

in a de-risking environment with stabilising values and a recovering investment market. 

— Basel IV has a tightening effect on banks credit standards, already visible in lending sentiment and surveys while overall 

debt margins in Europe seem to follow an opposite trend. 

— This is most pronounced for higher leveraged debt, such as whole loans and development financing, which look 

increasingly attractive given elevated margins compared to senior loans. 

— Supply shortage, falling development activity, construction sector insolvencies and the shift toward high-quality assets 

support development financings in particular.  

— We favor residential including PBSA and co-living, logistics and selective prime offices offering attractive risk premiums. 
 

 

Restrictive Bank Lending Sentiment  
Opportunities for private debt as market recovers 

While the overall market sentiment in Europe is recovering, 

recent surveys of German credit institutions with exposure to 

the real estate market point to stricter lending conditions 

from banks. Banks reported more restrictive lending 

behaviour compared to pre-crisis levels. Quantitative criteria, 

such as debt yield, LTV and DSC have tightened, while pre-

sale and pre-rental quotas are being enforced more 

rigorously, posing challenges in the current market. 

 

Survey participants expect the crisis to persist throughout 

2025, with both the real estate market and in-house real 

estate loan portfolios viewed as high-risk. Follow-up 

financing remains a key challenge amid elevated borrowing 

cost. In the case of office and retail properties, 90% of survey 

participants see a high or very high risk, while the level is 

significantly lower at 40% for hotel and logistics. Eventually, 

this most likely leads to a financing gap, which we see as an 

opportunity for private debt vehicles, as market 

fundamentals remain supportive as well. Prime yields have 

stabilized, and prime capital values turned positive given low 

supply and strong rental growth. 

 

Real Estate Lending Market 

 

Source: EY, September 2024. 
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Tactical View: Development Financing  
Regulation, Supply and Returns 

The new Basel III regulations (CRR III & CRD VI) also known 

as Basel IV, which are binding from January 2025, coming 

into full effect in 2030, significantly impacting real estate 

lending by commercial banks.  

Higher capital requirements for real estate loans, especially 

for high LTV loans, may tighten lending conditions and 

increase financing costs.  Banks are required to hold more 

common equity Tier1 (CET1) capital for riskier loans. Risk-

weighted Assets (RWA) potentially will increase, particularly 

for CRE loans: 

 with high LTVs (>80%)   

 with weak borrower credit assessments 

 project financing without long-term rental income. 

 

Projects without stable income streams have higher risk 

weights at 150%, up from 100%, while speculative projects 

are now at 250%. This may result in overall tighter credit 

conditions and tighter lending standards. Additionally 

stricter funding requirements (NSFR) may limit short-term 

refinancing through the money market. Stricter credit 

assessments and lower LTV ratios may further increase 

lending margins and risk premiums for project financings, 

creating attractive opportunities for private debt. A one 

percentage point increase in required capital is estimated to 

increase loan rates by about 8.8 bps for construction 

lending.1 

 

The impact from regulation is already evident. The EBC’s 

January 2025 bank lending survey revealed a sharper-than 

expected tightening of credit standards, with banks 

increasing capital buffers and risk weighted assets in 

response to regulatory requirements.2 These regulatory 

requirements were explicitly reported to have a net 

tightening impact on banks’ credit standards across all loan 

categories in 2024. For loans to SMEs, the net tightening is 

the largest since the second half of 2012. 

 

Falling Supply leads to stronger demand 

Supply across Europe is declining, with development starts 

having plummeted in most market sectors and locations.  

 

 
 
1 Glancy, D & Kurtzman, R. How do Capital Requirements Affect Loan 
Rates, August 2018. 
2 ECB, Bank Lending Survey Q4 2024. 

 

Europe Building Starts Trending down 
Index Q4’18 =100 

 

Source: Destatis, PMA, JLL, DWS, February 2025 

In the office sector, building starts have continued to fall in 

most major markets. Two-thirds of European cities recorded 

a drop in new developments, and rolling annual building 

starts across 26 locations have dropped to their lowest level 

in over a decade.3 

 

EU: Building Permits & Cost Expectations 
Index 

 

Source: Macrobond, Eurostat, February 2025. 

Europe’s housing sector remains the most supply-

constrained, with the shortages expected to worsen as 

building permits decline sharply. An estimated 9.6 million 

new homes are needed to meet demand.4  

3 PMA, European Office Quarterly Data, Q4 2024. 
4 CBRE, European Real Estate Market Outlook 2025, January 2025 

50

70

90

110

130

150

170

190

Q4
18

Q2
19

Q4
19

Q2
20

Q4
20

Q2
21

Q4
21

Q2
22

Q4
22

Q2
23

Q4
23

Q2
24

Logistics Office German Residential

-30
-20
-10
0
10
20
30
40
50
60

50

60

70

80

90

100

110

2
0
15

2
0
16

2
0
17

2
0
18

2
0
19

2
0
2
0

2
0
2
1

2
0
2
2

2
0
2
3

2
0
2
4

EU 27 Building Permits

EU, Construction Price Expectations Next 3 Months (rhs)



European Real Estate Debt Opportunities February, 2025 

 

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. Fore-
casts 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. 

 
\ 3 

The housing crisis is particularly severe in Germany, where 

construction sector orders have hit record lows and 400 

development projects, totalling over 1.4 million sqm, have 

been affected by insolvencies.5 Building permits have 

plummeted by 19% in 2024. The construction industry 

remains in distress, fuelled by high interest rates, financing 

challenges, elevated material costs, and regulation. 

Insolvencies among property developers could further delay 

projects, exacerbating housing shortages. The number of 

bankruptcies of large companies in the German real estate 

sector has doubled to 66 cases in 2024.  

 

Germany: Insolvencies by Sector (‘000 sqm) 

 

Source: Bulwiengesa AG, February 2025. 

This leads to decreasing construction capacities, which is 

likely to fuel demand. The mismatch between supply and 

demand continues to push rents higher, particularly in 

smaller cities and rural areas. Well-planned and well-financed 

project developments are likely to benefit from high demand 

and rising capital values as more projects may become 

profitable again. 

 

Development margins remain attractive 

The wave of insolvencies in the construction sector could 

lead to higher risk premiums for project financing. Core 

senior margins across Europe have increased by around 70 

bps over the past two years but are now beginning to 

compress.6  

 

In Germany, development margins widened by up to 150 bps 

and remain elevated due to uncertainty and risks. While 

falling capital values pressure exit yields, increased 

construction costs and bankruptcies continue to push up the 

risk premium for development loans. We expect that the 

 
 
5 Bulwiengesa AG 

spread between senior core loans and project margins (150-

200 bps) will persist, creating potentially attractive 

opportunities in project financing across Europe. 

 

Germany: Development Financing Covenants 
% (lhs)                                                               Basis points (rhs) 

 

Source: Bf Direkt AG, Q4 2024. 

Why development financing now? 

Since mid-2024, capital values have stabilized and the first 

signs of yield compression have been evident in select 

markets. Fundamentals remain healthy with robust prime 

rent growth driven by low vacancy of modern stock. The 

investment market shows signs of recovery to potentially 

offer new opportunities and debt is accretive again with 

positive leverage. Higher entry yields, strong market 

fundamentals and significant price corrections are expected 

to create attractive opportunities for real estate debt 

investments.  

Since commercial banks are likely to tighten lending 

conditions for loans with high level of debt, we consider 

project financing to be attractive in the current environment. 

The current margin premium over senior loans may be 

persistent.  

 

We favour the residential sector as the most supply-

constrained market including PBSA and co-living as well as 

refurbishment projects Logistic demand remains strong and 

we target modern assets in last-hour locations, especially in 

areas with low vacancy like southern Europe, Benelux and 

Northern Italy. Offices on a more selective basis in prime 

locations.  

6 DWS, Europe Real Estate Debt Market Update, November 2024. 
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Risk information 

Private Credit/Debt risks:  All investments involve risk, including possible loss of principal. Private Credit, Direct Lending investments are 

private and may not be appropriate or available for retail investors in the U.S. Investments in Private Credit are subject to various risks 

including but not limited to market risk, general economic and market conditions, economic recession risk, inflation/deflation risk, 

counterparty risk, prepayment and extension risk, debt securities, default risk, secured debt, second lien and subordinated loans, private 

investment risk, PIK interest risk, direct lending risk, interest rate risk, Illiquid portfolio investments, valuation risk, high yield debt, and 

reinvestment risk.   

Real Estate risk:  Investing in Real Estate is subject to various risks, including but not limited to the following:  Adverse changes in 

economic conditions including changes in the financial conditions of tenants, buyer and sellers, changes in the availability of debt 

financing, changes in interest rates, real estate tax rates and other operating expenses; Adverse changes in law and regulation including 

environmental laws and regulations, zoning laws and other governmental rules and fiscal policies; Environmental claims arising in respect 

of real estate acquired with undisclosed or unknown environmental problems or as to which inadequate reserves have been established; 

changes in the relative popularity of property types and locations; risks and operating problems arising out of the presence of certain 

construction materials; and currency/exchange rate risks where the investments are denominated in a currency other than the investors 

home currency. 
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Important information  

For North America: 
The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment 
products, or DWS Investment Management Americas, Inc. and RREEF America L.L.C., which offer advisory services. 
 
This material was prepared without regard to the specific objectives, financial situation or needs of any particular person who may receive 
it. It is intended for informational purposes only. It does not constitute investment advice, a recommendation, an offer, solicitation, the basis 
for any contract to purchase or sell any security or other instrument, or for DWS or its affiliates to enter into or arrange any type of transaction 
as a consequence of any information contained herein. Neither DWS nor any of its affiliates gives any warranty as to the accuracy, reliability 
or completeness of information which is contained in this document. Except insofar as liability under any statute cannot be excluded, no 
member of the DWS, the Issuer or any office, employee or associate of them accepts any liability (whether arising in contract, in tort or 
negligence or otherwise) for any error or omission in this document or for any resulting loss or damage whether direct, indirect, consequen-
tial 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 representation to the contrary is an offence. This document is intended for discussion 
purposes only and does not create any legally binding obligations on the part of DWS Group. Without limitation, this document does not 
constitute an offer, an invitation to offer or a recommendation to enter into any transaction. When making an investment decision, you 
should rely solely on the final documentation relating to the transaction you are considering, and not the document 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 trans-
action(s) or products(s) mentioned herein may not be appropriate for all investors and before entering into any transaction you should take 
steps to ensure that you fully understand such transaction(s) and have made an independent assessment of the appropriateness of the 
transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of entering into such transac-
tion. You should also consider seeking advice from your own advisers in making this assessment. If you decide to enter into a transaction 
with DWS Group, you do so in reliance on your own judgment. The information contained in this document is based on material we believe 
to be reliable; however, we do not represent that it is accurate, current, complete, or error free. Assumptions, estimates, and opinions 
contained in this document constitute our judgment as of the date of the document and are subject to change without notice. Any projections 
are based on a number of assumptions as to market conditions and there can be no guarantee that any projected results will be achieved. 
Past performance is not a guarantee of future results. The distribution of this document and availability of these products and services in 
certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part, without our express written permis-
sion. 
 
For EMEA, APAC, LATAM & MENA: 
DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering 
products or services are specified in the relevant documentation. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and 
its officers and employees (collectively “DWS”) are communicating this document in good faith and on the following basis. 
 
This document is for information/discussion purposes only and does not constitute an offer, recommendation, or solicitation to conclude a 
transaction and should not be treated as investment advice. 
 
This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations 
requiring the impartiality of financial analysis or prohibiting trading prior to the publication of a financial analysis. 
 
This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 
projections, opinions, models, and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonable-
ness 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, com-
pleteness, 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. 
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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 cur-
rently met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to 
observe, such restrictions. 
 
© 2025 DWS International GmbH 
Issued in the UK by DWS Investments UK Limited which is authorised and regulated by the Financial Conduct Authority (Reference number 
429806). 
© 2025 DWS Investments UK Limited 
 
In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by 
the Securities and Futures Commission. 
© 2025 DWS Investments Hong Kong Limited 
 
In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not been reviewed by 
the Monetary Authority of Singapore. 
© 2025 DWS Investments Singapore Limited 
 
In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640) and the content of this 
document has not been reviewed by the Australian Securities Investment Commission. 
© 2025 DWS Investments Australia Limited 

For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda 
only in compliance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. 
Additionally, non-Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda unless such 
persons are permitted to do so under applicable Bermuda legislation. 
 
For investors in Taiwan: This document is distributed to professional investors only and not others. Investing involves risk. The value of an 
investment and the income from it will fluctuate and investors may not get back the principal invested. Past performance is not indicative 
of future performance. This is a marketing communication. It is for informational purposes only. This document does not constitute invest-
ment advice or a recommendation to buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer to buy 
any security. The views and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated 
companies at the time of publication. Certain data used are derived from various sources believed to be reliable, but the accuracy or com-
pleteness of the data is not guaranteed, and no liability is assumed for any direct or consequential losses arising from their use. The dupli-
cation, publication, extraction, or transmission of the contents, irrespective of the form, is not permitted. 
 
© 2025 DWS Group GmbH & Co. KGaA. All rights reserved. (02/25) 104713_1 
 


