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Abstract 
European banks have as a result of the latest financial crisis and regulations such as Basel III 

started to decrease their liquidity to commercial real estate in an attempt to decrease the 

commercial real estate related assets in their books.  The decreased lending in combination 

with an estimated need of refinancing of approximately €500 billion among the European 

commercial real estate actors in the upcoming years have forced the European commercial 

real estate lending market to undergo some  structural changes to cope with the emerged 

funding gap. As a result of the decreased bank lending European real estate debt funds are 

starting to emerge as fund managers tries to capitalize on the present state of the lending 

market. The main focus of this thesis is the present state of the European real estate debt fund 

market and the Nordic institutional investors’ attitude towards the asset class. The research is 

primarily based on data collection regarding the European real estate debt funds currently in 

the market and a survey sent to the Nordic institutional investors regarding their attitude 

towards the new asset class.  

The research found that the European real estate debt fund market is a new asset class that has 

experienced extensive growth since the beginning in 2007 and currently consists of 47 funds 

employing senior debt, junior/mezzanine debt and whole loan debt strategies. The present 

attitude among the Nordic institutional investors is rather positive with a majority expecting 

the asset class to grow further in the future. Some of the institutional investors have as of 

today undertaken investments in European real estate debt funds and many are expecting their 

own future allocation to the asset class to increase.  Although the general attitude towards the 

asset class is positive there are some obstacles to overcome in order for the asset class to 

secure its growth in the future. The most evident issue is the definition problem among the 

Nordic institutional investors. However as the information and interest for the asset class 

increases the obstacles are most likely to decrease and path the way for further growth for the 

European real estate debt funds. 
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Sammanfattning  
Europeiska banker har i efterdyningarna av den senaste finanskrisen, och på grund av 

nytillkomna reglementen som Basel III, minskat sin exponering mot den kommersiella 

fastighetssektorn i ett försök att reducera de fastighetsrelaterade tillgångarna i sina 

balansräkningar. Den minskade utlåningen till sektorn har i kombination med ett uppskattat 

omfinansieringsbehov på ca €500 miljarder bland de Europeiska fastighetsinvesterarna tvingat 

den Europeiska fastighetskreditmarknaden att undergå strukturella förändringar för att hantera 

den uppkomna finansieringsbryggan. Tillföljd av den minskade bankutlåningen mot sektorn 

har fondförvaltare i ett försök att kapitalisera på situationen startat fonder som inriktar sig på 

att investera i fastighetskrediter/utlåning till kommersiella fastighetsinvesterare.   

Huvudfokuset för detta examensarbete är att upplysa om den rådande situationen på den 

Europeiska marknaden för fastighetskreditfonder samt de nordiska institutionella 

investerarnas inställning till den nya tillgångsklassen.  Examensarbetet är primärt baserat på 

datainsamling rörande de nu existerande Europeiska fastighetskreditfonderna samt en enkät 

besvarad av Nordiska institutionella investerare gällande deras inställning till tillgångsslaget.   

Undersökningen fann att Europeiska fastighetskreditfonder är ett nytt tillgångsslag som har 

upplevt kraftig tillväxt sedan början av 2007. Marknaden består idag av 47 fonder som 

inriktar sig på senior, junior eller hel finansierings utlåning till kommersiella 

fastighetsinvesterare.  Den rådande inställningen till tillgångsklassen bland de nordiska 

institutionella investerarna är förhållandevis positiv och en majoritet förväntar sig att 

tillgångsklassen kommer att fortsätta växa i framtiden. En del av de institutionella 

investerarna har redan idag genomfört investeringar i det nya tillgångsslaget och flertalet 

förväntar sig att investera i Europeiska fastighetskreditfonder i framtiden. Trots den rådande 

positiva inställningen till tillgångsklassen fann undersökningen några hinder som behöver 

överkommas för att en fortsatt tillväxt skall ske i framtiden. Det mest uppenbara hindret är hur 

tillgångsklassen skall definieras av de institutionella investerarna. Allteftersom informationen 
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och intresset för de Europeiska fastighetskreditfonderna ökar kommer dock hindrena troligen 

att minska och bana vägen för en fortsatt tillväxt för tillgångsslaget.  
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1. Introduction 
The commercial real estate (CRE) business is due to its capital intense nature highly 

dependent on a liquid credit market in order for its actors to be able to exploit attractive 

investment opportunities on reasonable financing terms (Leimdörfer, 2011). In Europe the 

source of debt financing to the CRE sector have historically been dominated by European 

banks that have been responsible for an estimated 85 – 95% of all outstanding real estate 

loans (INREV 1, 2012). 

However the latest financial and credit crisis have showed that the liquidity in the banking 

sector can be subject to drastic changes (Leimdörfer, 2011; PWC, 2013) and during the crisis 

the financial liquidity in the European real estate market was reduced to a larger extent 

compared to other financial markets (PWC, 2013). 

The decreased liquidity in the banking sector in combination with regulatory impacts, such as 

Basel III, have reduced the interest for CRE funding from European banks with Loan-To-

Value ratios (LTV-ratios) dropping to 55-60%, down from the pre-crisis level of 70-80% 

(Blackrock, 2012). Further Morgan Stanley expects that the European banks will decrease 

their exposure towards the CRE sector by €300 billion - €600 billion over the upcoming years 

contributing to an even tougher financing situation for the CRE sector (The Economist, 2012).  

The tougher financing situation as well as the upcoming need for refinancing of 

approximately €500 bn of European CRE debt in the upcoming years (PWC, 2013) will cause 

the European CRE lending market to undergo some structural changes in order to handle the 

funding gap (INREV 1, 2012). 

In order to secure financing at a pre-crisis LTV- ratio level the borrowers will have to turn to 

alternative financing sources such as the capital markets (Gelauff and McDowell, 2012). The 

use of capital markets for funding European business, CRE in particular, have traditionally 

been very low, especially compared with the American market (The Economist, 2012). 

However the financing from capital markets, with bonds being the most frequently used, has 

incrementally increased in the Euro area since 2007 (PWC, 2013) and new ways of financing 

for CRE are emerging. One of the newest members of capital market financing for European 

commercial real estate is real estate debt funds. Since 2007 fund managers have tried to 

capitalize on the harder financing situation and the upcoming financing gap by pooling capital 

from institutional investors in order to lend it to CRE companies (Preqin 1, 2013) and the 

number of European real estate debt funds in market has steadily increased (INREV 1, 2012) 
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as more and more fund managers attempts to capitalize on the current situation by targeting 

institutional investors to raise capital.  

At the same time the last financial crisis has caused the interest rates to remain on a record 

low level which has caused Nordic, and global, institutional investors and other investors to a 

“search-for-yield” (Johansson, 2013). A search that Johansson (2013) argues will force 

institutions to undertake higher risk in order to meet their target return. Johansson’s opinion is 

shared with Feeney et al (2012) who also state that institutional investors are finding it hard to 

partake in investments at a satisfying risk and return level. Feeney et al (2012) further notes 

that that institutional investors historically have preferred government bonds, bonds that with 

the current low-yield environment becomes very unattractive investments, which have forced 

the institutional investors to look for alternatives that are of low risk but offers similar types 

of income.  

A part of the solution for the search for yield among the institutional investors could be real 

estate debt funds that lately have become increasingly attractive compared to other asset 

backed securities (Feeney et al, 2012; Blackrock, 2012). However Feeney et al (2012) argues 

that there might be some obstacles that may cause the institutional investors to be reluctant to 

partake in real estate debt fund investments. This includes factors such as; Investors are 

generally reluctant to “new” unproved investment opportunities, investors might have a hard 

time to define if real estate debt should be counted as fixed income or real estate investments 

and that institutional investors might not be acquainted with investments in less liquid and 

transparent assets.  

Do real estate debt funds satisfy the investment criteria that the Nordic institutional investors 

have and what is the current state of the European real estate debt fund market today? This 

paper aims to illuminate the current state of the European real estate debt fund market and 

what the Nordic institutional investors’ opinions regarding European real estate debt funds 

are. 

The paper is organized as followed. Firstly, section two will present the method used in the 

research. Section three provides a deeper description of the different characteristics of the 

institutional investors. Section four will give the reader a deeper understanding of what a real 

estate debt fund is and how they invest. Section five will address upcoming financial 

regulations and their effect on CRE. Section six and seven will present the results from the 

empirical analysis conducted with section six covering the current state of the European real 
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estate debt fund market and section seven covering the Nordic institutional investors’ attitude 

towards European real estate debt funds. Section eight provides the analysis of the results 

presented in section six and seven and in section nine the conclusions are presented.  

1.1. Objective and Purpose 

The objective of this paper is to provide an in depth illumination of the current state of the 

European real estate debt fund market in terms of the actors, different fund characteristics and 

investment strategies. The paper further aims to ascertain the Nordic institutional investors’ 

attitude towards the European real estate debt fund asset class. The purpose of the research is 

to provide a highly detailed study of the European real estate debt fund market and the Nordic 

institutional investors’ general opinion regarding the asset class.  

1.2. Research Questions 

The paper aims to treat the following questions in order to answer how the current situation 

on the real estate debt fund market is and what the Nordic institutional investors’ attitude 

towards it is.   

- What is the current state of the European real estate debt fund market?  

- What are the different strategies implemented by the different European real estate 

debt funds and how do the characteristics differ between them?  

- What is the Nordic institutional investors’ opinion regarding real estate debt funds as a 

potential investment? 

1.3. Limitations 

The paper will focus solely on the European real estate debt fund market and the Nordic 

institutional investors’ attitude towards it. The geographical delimitation is implemented in 

order to keep the scope of the paper at a focused level and as a result only European real 

estate debt funds and Nordic institutional investors will be treated. A study including funds 

and institutional investors from a different geographical focus may result in a different result.  
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2.  Method 
This section will provide a description of how the research is performed as well as a 

description of the method chosen. The section starts with the choice of method followed by 

the choice of survey respondents and lastly the credibility of the study.  

2.1. Choice of Method 
This paper is based on a quantitative method including both a data collection and a survey. 

The quantitative data collection was performed in two ways and the result includes both 

primary and secondary data. Firstly, primary data from the Nordic institutional investors 

regarding their opinions concerning European real estate debt funds were collected through a 

survey that was sent to 122 Nordic institutional investors.  

Secondly, to establish the current state of the European real estate debt fund market secondary 

data were compiled from various trustworthy databases such as INREV and Preqin. Primary 

data was collected from the funds websites.  

Further a literature review was performed in order to form a rich knowledge regarding the 

background to, and the emergence of, the European real estate credit fund market as well as 

the information regarding real estate debt funds, institutional investors and upcoming 

financial regulations.  

2.2. Choice of Survey Respondents 
The survey was sent to the majority in the population of the Nordic institutional investors. 

The institutional investors includes pension funds, insurance companies, foundations, 

endowments, unions, sovereign wealth funds and family offices from Sweden, Norway, 

Finland, Denmark and Iceland. 

2.3. The Credibility of the Study 
The paper is based on a significant number of references that have been critically examined. 

The literature review consist of information gathered from research reports, student literature, 

company publications, theses and articles. Further well renowned institutional investors from 

the industry have been respondents to the survey which increases the reliability of the study.  

The data compiled regarding the European real estate debt funds comes from databases such 

as INREV, Preqin and the funds webpages. The information found from INREV, Preqin and 

the funds’ webpages comes directly from the fund managers and should therefore be 

considered reliable.  
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The survey conducted have been uniform and included the same areas which makes sure that 

all the respondents’ opinions are taken in to consideration in the analysis. Further the uniform 

of the survey contributes to that all opinions within each target areas has been assimilated and 

thus given reliability to the conclusion. The author has, however, limited experience from 

conducting surveys previously which may affect the reliability and validity in a negative 

manor.  

The paper intends to study the opinion regarding real estate debt funds among Nordic 

institutional investors. However due to the nature of the financial industry the number of 

hidden statistics should be kept in mind which in combination with less than 100 per cent 

respondent rate could result in that the conclusion might not be accurate for all institutions. A 

lower hidden statistic and a higher respondent rate would have increased the reliability of the 

report.   
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3.  Institutional Investors 
An institutional investor is an organization or company who’s primarily function and business 

is to pool large sums of capital and invest it in financial assets such as loans, mortgages, 

leases, insurance policies, stocks, bonds and real estate (Campbell, 2011).  

The most common types of institutional investors that people most frequently interacts with 

are pension funds and insurance companies (Mishkin and Eakins, 2012).  In addition to 

insurance companies and pension funds a number of other organizations are usually referred 

to as institutional investors such as foundations, endowments, trade/labor unions, sovereign 

wealth funds and family offices. 

The institutional investors plays an important role in the financial system as they act as 

intermediaries in the economy and helps to allocate assets from individuals, or companies, 

with a surplus to individuals, or companies, with a deficit as well as provide liquidity in the 

different financial markets (Riksbanken, 2013).  

Depending on the characteristic of the institutional investor the preferred financial assets to 

hold in the portfolio might differ. With that being said all institutional investors tend to, in 

accordance with basic portfolio theory, invest across different asset classes in order to 

diversify their portfolio and to reduce their risk exposure (Bodie et al, 2011).  

The following subsections will give a further explanation of the different institutional 

investors and the characteristics they possess.  

3.1.   Insurance Companies 
The insurance industry can for the purpose of simplicity be divided in to four subgroups 

depending on the category of insurance the companies in question offers. The subgroups are 

life insurance, health insurance, property insurance and casualty insurance (Mishkin and 

Eakins, 2012). However to gain from economies of scale, and to provide convenience for the 

customers, it is common for insurance companies to offer the full range of insurances 

according to Mishkin and Eakins (2012). 

The fundamental profit generating idea for insurance companies is the differences between 

the insurance premiums charged and the insurance claims paid out. The premium charged is 

set to cover the expected future claims plus a profit margin (Mishkin and Eakins, 2012). In 

addition to the profit derived from the premium-claims differences the insurance companies 

also generate profit from investments. Since insurance companies get paid in advance for the 
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future claims they often possess fairly large amounts of capital that they invest in the financial 

markets.  

The risk exposure of the insurance companies’ balance sheets includes both liability and asset 

risk. In order to minimize these risks the companies will to a large extent try to match the 

liabilities and assets when it comes to both maturities, terms of return and risk-profile (City of 

London, 2011). As a result the most favorable asset allocation will be a result of the nature of 

the liabilities. 

The general portfolio for insurance companies contains a well-diversified combination of 

bonds, equities, loans and mortgages, real estate and private investment fund commitments 

(City of London, (2011), Mishkin and Eakins, (2012)). Further the City of London (2011) 

found that European insurance companies generally prefer a higher allocation towards bonds 

and other debt products than to equity.  

3.2. Pension Funds 
In order to secure an individual’s pension when they retire a pension plan is created. A 

pension plan is a pool of assets that is paid out when the individual reaches the retirement age 

and is accumulated during the individuals active work years (Mishkin and Eakins, 2012). The 

role of a pension fund is to manage these pension plans in the most risk-reward efficient way 

possible (Bodie et al, 2011).  During later years the impact that pension funds have on the 

financial markets have been palpable, with the funds often being among the largest investors 

across a wide range of markets (City of London, 2011). 

A pension fund shares many characteristics with insurance companies. Firstly, they do receive 

premiums, the contributions to the pension plan, in advance with the purpose of a future 

payout (Mishkin and Eakins, 2012). However the future payout is often more certain for 

pension funds than for insurance companies since an individual usually retires at a certain age. 

Secondly, the balance sheet of a pension fund exhibits to a large extent the same risk exposure 

that insurance companies experience and pension funds typically engage in a similar matching 

of assets and liabilities (City of London, 2011). 

Due to the many similarities between insurance companies and pension funds the asset 

portfolio does to a large extent replicate the ones of insurance companies and hence includes a 

well-diversified combination of bonds, equities, loans and mortgages, real estate, private 

investment fund commitments and cash holdings  (City of London, 2011).  
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3.3. Foundations  
The definition of a foundation, often called private foundation, varies across different 

jurisdictions and countries and the following explanation should only be considered as a very 

brief description regarding the common general features of a foundation. 

Deloitte (2014) uses the Internal Revenue Service’s definition that states that a private 

foundation is “a nongovernmental, nonprofit organization having a principal fund managed 

by its own trustees or directors. Private foundations maintain or aid charitable, educational, 

religious, or other activities serving the public good, primarily through the making of grants 

to other nonprofit organizations”. 

A foundation is formed when assets from one or several founders are separated to be 

permanently managed as an independent entity with a particular purpose (Länsstyrelsen 

Stockholm, 2013). Further a foundation does not have any owners or members and is hence a 

self-owned entity. 

Since foundations sole purpose is to make grants in order to aid a specific purpose (Deloitte, 

2014) management of the principal assets are necessary to avoid the risk of running out of 

capital. The donations granted is often based on the returns that the investment of the 

principal yields and a satisfying risk-limiting return is hence the target.  

The investments undertaken by foundations are similar to those for pension funds and 

insurance companies and assets such as bonds, equities, real estate, private investment fund 

commitments and cash holdings are often included in the portfolio (Council on foundations, 

2014). 

3.4. Endowments 
An endowment can be defined as “a portfolio of assets donated to a non-profit institution to 

aid in its support” (Commonfund, 2001) and are often related to a specific school or 

university (Frontier, 2013).  

Endowments are non-taxable investment vehicles that are formed to donate capital to meet the 

future funding needs of the stated donation receiver, such as universities (Frontier, 2013). The 

principal assets that the endowments manage typically comes from gifts, legacies and other 

donations from public and private donors (Commonfund, 2001) and are “earmarked” to 

benefit the aim of the foundation. 
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The managers of the endowments, called trustees, are responsible for the management of its 

assets with the purpose to preserve the principal capital and to generate investment returns in 

order to be able to contribute towards present and future donations (Commonfund, 2001). 

James Tobin (1974) put it “The trustees of an endowment institution are the guardians of the 

future against the claims of the present. Their task is to preserve equity among generations”. 

The notable long term investment perspective that these endowments are required to have 

gives them the ability to invest their money in a wide arrange of assets, both liquid and 

illiquid, with the investment philosophy focusing on diversification. The long term 

perspective further makes them rather resilient in term of market volatility and particularly 

short term market movements (Frontier, 2013). 

The portfolios of endowments are similar to the ones of other institutional investors and often 

contain equities, bonds, real estate, commodities and alternative investments. However 

endowments generally weights their portfolios more towards private equity commitments than 

the other institutional investors, much due to the long terms capital preservation approach 

(Frontier, 2013). 

3.5. Trade/Labor Unions 
Unions, often called trade/labor unions, are membership-based organizations that consist 

exclusively of workers with the main purpose to advance the interest of, and protect, its 

members in the workplace (nidirect, 2013). The unions are generally independent from any 

employer and act as a conciliator on behalf of the workers. 

The capital that the unions manage comes from the membership fees that workers pay in order 

to be a member of the union (Unionen, 2012, LO 2012). The investment strategies 

implemented by unions focus strongly on diversification over a multiple of different assets 

and markets, much like the other institutions. 

Unions portfolios contains a wide variety of assets and includes equities, real estate, bonds, 

fixed income products and alternative investments (Unionen, 2012, LO 2012). However the 

unions generally do not hold commodities in their portfolios and tend to have a smaller weight 

towards private equity commitments than endowments have.  

3.6. Sovereign Wealth Funds 
IWG (2008) defines a sovereign wealth fund (SWF) as a special purpose investment fund or 

arrangement owned by the general government. Sovereign wealth funds are normally 
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established out of receipts resulting from commodity export, balance of payment surpluses, 

proceeds of privatization, official foreign currency operations and/or other fiscal surpluses 

(Das et al, 2009).  

SWFs are established by the general government for specific long-term macroeconomic 

purposes. To achieve the financial objectives the SWFs manage, hold and administer different 

financial assets and investment strategies (Das et al, 2009). The objectives of the sovereign 

wealth funds differs among the funds and IMF (2007) generally distinguishes between five 

types of SWFs: (i) reserve investment corporations that aim to enhance returns on reserves (ii) 

pension-reserve funds; (iii) fiscal stabilization funds; (iv) fiscal savings funds; and (v) 

development funds that use returns to invest for development purposes. Example of an 

objective could be a commodity exporting based sovereign who wants to stabilize its fiscal 

funds and decrease its dependency on the production and/or price for the commodity 

(Balding, 2012). 

Sovereign wealth funds are of considerable size and the funds’ assets are often measured in 

hundreds of billion dollars. The large size causes the portfolios to be extensively diversified 

both from an asset and geographical point of view (Das et al, 2009).  Furthermore the size of 

the funds creates a “problem of size” implying that a SWF seldom can liquidate a holding 

without causing palpable market movements. As a result sovereign funds often have a 

comparable static approach to its holdings and tend to apply a long-term perspective on their 

investments (Balding, 2012).    

Sovereign wealth funds appear to be willing to invest across the entire risk and liquidity 

spectra and the portfolios typically includes bonds, equities, loans and mortgages, real estate, 

commodities, private investment funds and other alternative investments (Balding, 2012).  

3.7. Family Offices  
Amit et al (2007) describes a family office as a professional organization that manages the 

wealth and lives of very high net worth families. The family office institutions can be divided 

into two subcategories; single family offices focusing on the management of a single family’s 

fortune and multifamily offices who manage the fortunes of multiple families (Wessel, 2013). 

This institution often supports the families in other areas than just asset management such as 

legal advice and other family matters (Pompian, 2009).  
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Family offices are similar to endowments in the sense that the assets are managed with the 

purpose to preserve the principal capital and to generate investment returns in order to 

distribute it to the family (Wessel, 2013). However the specific investments undertaken are 

highly dependent on the family in questions risk appetite and preferred target return and hence 

differs between different family offices and sometimes within the same family office. The 

later is usually the case in multifamily offices since they need to invest according to the 

unique family’s preferences (Pompian, 2009).  

 
The individually of each family makes the investment criteria for the family offices hard to 

generalize since some prefer long-term investments and other short-terms investments as well 

as different risk levels of the assets in the portfolio (Amit et al 2007; Pompian, 2009). 

However, in accordance with the other institutional investors the family offices does 

implement basic portfolio theories and creates portfolios for the individual families that are 

highly diversified across asset classes (Pompian, 2009).  

The family offices’ portfolios often contains, as the diversification theory suggests, a wide 

variety of assets and includes both equities, real estate, bonds, fixed income products, 

commodities and alternative investments (Amit et al 2007) 
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4. Real Estate Debt Funds  
A debt fund can be defined as an investment pool which invests in fixed income investments 

such as fixed and floating rate debt. Debt funds generally have lower fee ratios than equity 

funds due to an often lower management cost (Investopedia 2014). Not surprisingly real estate 

debt funds constitute a subgroup of debt funds that targets real estate debt as their core 

investments.  

With the traditional source of financing, through banks, for real estate still being restrictive 

fund managers have identified an opening in the market to capitalize on; and as a result many 

debt funds targeting real estate lending have started to emerge in Europe offering an 

alternative financing source to real estate companies (Preqin, 2012).  

Fund managers of real estate debt funds 

targets the debt part of the capital structure 

for real estate companies and the 

investment preferences are generally 

divided between senior debt and 

subordinated debt, often referred to as 

junior or mezzanine debt (Feeny et al, 

2012), see Figure 1.  

In accordance with traditional debt practices 

an intercreditor agreement is formed between investors in different tranches of the debt capital 

structure to prevent any uncertainties in the event of a debt default (Baker and Filbeck, 2013). 

The intercreditor agreement includes in addition to the interest and maturity issues terms such 

as a definition of covenants, precise capital structure ranking, fees, security, enforcement 

rights and control of the property (Blackrock, 2012).   

The main source of return for the real estate debt funds is the interest charged on the principal 

amount. Further fund managers typically charges an origination fee up on the origination of 

the loan and to protect the funds from a potential pre-maturity repayment from the borrower 

an early repayment penalty is traditionally included in the loan agreement (INREV 1, 2012)  

The return from the debt investments varies depending on the fund managers’ investment 

strategy. Typical strategies for real estate debt funds are to invest in senior debt, 

junior/mezzanine debt, whole loan debt or opportunistic debt. The following subsections will 

Figure 1: Company capital structure. Data INREV 1 
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give a further explanation of the different strategies employed. However opportunistic debt 

will not be treated further due to its equity like characteristics (Feeny et al, 2012).  

 
4.1. Senior Debt Funds 
As the name implies senior debt funds invest in the conservatively structured senior tranche of 

real estate loans with a cap of 60 per cent LTV, see Figure 2 (INREV 2, 2012). The word 

seniority indicates that the lenders of this tranche have a preference over other subordinated 

lenders implying that the senior lender must be paid off before the subordinated lenders can 

be repaid (Hiller et al, 2010). 

The loans provided by senior debt funds are 

primarily newly originated and secured by 

high-quality properties in stable real estate 

markets; which in Europe would be 

Germany, UK, the Nordics and France to 

name some (INREV 1, 2012). Secured 

loans implies that the holders of the secured 

debt have prior claim on the asset used as 

security in the event of a default and have to 

be paid before other unsecured debt holders 

and equity holders are paid  (Hiller et al, 2010).   

Funds focusing on senior debt tries to capitalize on the present state on the market for 

commercial real estate lending through selectively invest in loans that will fit their investment 

criteria (INREV 1, 2012). Senior debt fund managers either originate the loans by themselves 

or participate in a syndicate in loans originated by banks. The currently strict conditions on 

the European commercial real estate lending market has resulted in that senior debt funds 

frequently can offer lenders loans with improved financial covenant terms and more favorable 

pricing compared to previous years (INREV 1, 2012).  

 
A relatively low LTV cap of 60 per cent provides the senior debt funds with a downside 

protection for falling property values of at least 40 per cent before they are forced to bear 

losses on their debt investments (Baker and Filbeck, 2013). 

Figure 2: Senior debt in the capital structure, data from INREV 1. 
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The comparable secure lending criteria required on these senior real estate debt investments is 

consistent with the returns that these funds are offering, the target returns usually lies between 

4 and 6 per cent. With this target return senior fund managers primarily targets fixed income 

institutional investors who are able to invest larger capital and who seeks stable cash flows 

(INREV 1, 2012). The potential returns from these funds are normally not high enough for the 

real estate investment divisions of institutional investors. However since senior real estate 

debt funds invest in real estate debt the institutions real estate division usually support the 

fixed income departments in their investment decisions (INREV 1, 2012). 

 

4.2. Junior/Mezzanine Debt Funds 
Junior/mezzanine real estate debt funds are funds with a subordinated debt strategy and 

targets the capital structure space between senior debt and equity and generally invests in 

loans in the range between 60 and 80 per cent LTV (Silbernagel and Vaitkunas, 2012). The 

higher LTV enables lenders to achieve higher returns on their debt investments, compared to 

senior debt investors, since they invests in 

the area above senior debt on the risk scale, 

see Figure 3 (INREV 1, 2012). However 

subordinated debt further indicates that that 

junior/mezzanine debt funds have second 

position, after senior debt, when it comes to 

repayment of the loan in the event of a 

default (Anson, 2002).  

The European subordinated debt funds 

invests in and provides unsecured 

commercial real estate loans on high-quality properties in the same stable markets as the 

senior debt funds. The loans provided are typically issued by a single lender and syndication 

is less frequently used (INREV 1, 2012). However subordinated funds can be approached by 

borrowers or banks to partake in financing solutions where senior debt is being included, in 

this case junior/mezzanine debt funds only undertake the risk exposure in the second, higher 

risk, tranche.  

The higher LTV of these subordinated debt funds indicates a higher risk since the downside 

protection for decreasing property values are up to 20 per cent before the funds have to incur 

losses (Baker and Filbeck, 2013). Investors are compensated for the increased risk and 

Figure 3: Subordinated debt in the capital structure. Data from 
                INREV 1. 
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junior/mezzanine debt funds generally targets a gross return between 8 and 15 per cent on 

their investments (INREV 1, 2012).  

Due to the higher risk on subordinated debt investments junior/mezzanine debt fund managers 

tend to invest across different real estate sectors and regions to diversify the higher risk of 

their investments (Baker and Filbeck, 2013). 

With the target return the subordinated fund managers targets institutional investors willing to 

invest in high-yield fixed income investments. Further he potential returns from these funds 

are normally high enough to target the real estate investment divisions of institutional 

investors (INREV 1, 2012).   

 

4.3. Whole loan Debt Funds 
A whole loan debt fund is, just as the name indicates, a fund that invests in loans that covers 

the whole debt need for a borrower and is a combination of senior debt and subordinated debt, 

see Figure 4.  

Loan takers are often willing to pay a higher 

cost of borrowing, interest, for whole loan 

funding as it offers them the possibility to 

secure the entire debt financing need from 

one lender (INREV 1, 2012). In the absence 

of a potential whole loan the borrower 

would have to secure senior and mezzanine 

funding from two or more different parties 

(Baker and Filbeck, 2013).  

Whole loan funding is particularly attractive 

for loan takers in a scenario where the senior lenders makes it unattractive for subordinated 

debt investors or simply doesn’t allow subordinated debt in the capital strategy. Further, 

borrowers who hold property that has decreased in value, with currently higher LTV as a 

result, might find it hard to secure senior financing and therefore have to turn to whole loan 

funds for funding (INREV 1, 2012). These categories of borrowers are willing to pay a higher 

cost of borrowing to keep control of their holdings. As a result several fund managers have 

started to target this market with their whole loan funds.  

Figure 4: Whole loan including both senior and subordinated 
                 debt. Data from INREV 1 
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Funds with a whole loan strategy typically offer loans with a LTV of up to 80 per cent 

indicating that the values of properties can fall by at least 20 per cent before losses are 

incurred (Baker and Filbeck, 2013). Since a whole loan include both the senior and the 

junior/mezzanine part of the debt the risk is higher than for senior debt but generally lower 

than for junior/mezzanine debt. The difference in risk compared to mezzanine debt depends 

on that whole loan investors usually are the only debt investor in the capital structure and are 

hence the first lien debt investors (Anson, 2002). 

Just like the senior and junior/mezzanine debt funds the European whole loan debt fund 

managers tend to invest across different real estate sectors and regions to diversify the higher 

risk of their investments (Baker and Filbeck, 2013). 

Fund managers of whole loan debt funds generally target a gross return of between 6-8 per 

cent and primarily targets fixed income institutional investors who are looking for a return 

that is higher than for the senior debt funds but does not want the higher risk exposure that 

junior/mezzanine debt funds offer (INREV 1, 2012). 
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5. Financial Regulations 
In the aftermath of the latest financial and credit crisis the demand for more rigorous financial 

regulations on banks and other financial intermediaries have arisen. As a result the Basel III 

and Solvency II regulations are being implemented in Europe affecting both the banks and 

insurance companies. 

5.1. Basel III 

Basel III is the new more comprehensive version of the earlier Basel II regulation framework 

concerning banks. The overall purpose of the new Basel III regulation framework is to 

strengthen the banks’ ability to withstand losses in an attempt to prevent the risk of new 

financial crises (Riksbanken, 2010). Compared to Basel II the Basel III regulation framework 

places higher requirements on the banks’ capital through: firstly, higher capital requirements 

compared to Basel II. Secondly, more stringent rules concerning what may be included in the 

banks’ capital are implemented and deferred tax liabilities, goodwill and hybrids may not be 

included. Further restrictions regarding the proportion of capital that may constitute of 

investments in financial institutions are implemented. Lastly, a tightening regarding the 

regulations for calculating the risk-weight of the banks’ assets is introduced (Riksbanken, 

2011).  

In addition to the stricter capital requirements the new regulation also contains requirements 

for a capital conservation buffer of an additional 2.5 per cent of Core Tier 1 capital. The banks 

will thus need to contain 7 per cent of Core Tier 1 capital, if the capital will decrease below 

the 7 per cent limit the bank’s right to pay dividend will be limited. In addition a counter 

cyclical buffer is introduced. The counter cyclical buffer requires that Core Tier 1 capital is 

increased with up to 2.5 per cent during good times (Riksbanken 2010). Basel III will further 

introduce the requirement for the gross solvency in 2018. The gross solvency requirement 

stipulates that the banks must have a Tier 1 capital in excess of 3 per cent of the total of the 

bank’s off-balance sheet commitments and assets (BIS, 2010).  

The Basel III framework further includes two new liquidity regulations. The first liquidity 

regulation called Liquidity Coverage Ratio, LCR, requires that the bank’s liquidity buffer on a 

minimum should equal the estimated net outflow of money during 30 days in a stressed 

scenario.  The LCR liquidity buffer can only consist of government bonds and a maximum of 

40 per cent of mortgage bonds (BIS, 2013). 
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The second liquidity regulation called Net Stable Funding Ratio, NSFR, requires the bank’s 

stable funding to be greater than the bank’s need for stable funding. The NFSR specifies the 

percentage of different assets that are considered to need stable funding as well as the 

percentage of different sorts of debt that are considered to be stable funding. To provide an 

example, securities issued with a maturity in excess of one year and deposits with a maturity 

exceeding one year are considered to be 100 per cent stable funding (Riksbanken, 2011).  

According to Property magazine (2010) there is three possible ways that the banks can 

increase their capital base to meet the Basel III requirements: raise deposits, raise long term 

capital themselves or reduce their real estate loan books, with the latter being the most likely 

option. In addition the risk weights addressed to commercial real estate lending have under 

Basel III increased from 100 per cent during Basel II to up to 150 per cent under the current 

regulation framework (EC, 2013) causing real estate lending to be more expensive for the 

banks. The higher risk-weights and the curtailment of the banks real estate books could 

impact the commercial real estate in two ways: firstly, the availability of capital to 

commercial real estate will likely decrease since banks are shedding their books in 

combination with the higher capital levels required for real estate assets derived from the 

higher risk-weights. Secondly, if the banks decide not to reallocate away from commercial 

real estate there is a possible scenario that they will raise the costs for commercial real estate 

mortgages to retain profitability (EY, 2013).   

5.2. Solvency II 

The insurance industry’s major role in the financial system caused the European Union to 

agree up on an updated version of Solvency I in mid-2009 (Riksbanken, 2010).  In addition 

the European Union is currently working on an updated framework of the Institution of 

Occupational Retirement Provisions (IORP) directive. The directive that concerns pension 

funds will most likely be similar to the Solvency II regulatory framework (Forbes 1, (2014).  

The new Solvency II regulatory framework will increase the regulated assets-debt, solvency, 

ratios that European insurance companies are required to have to increase their capital buffers 

(Riksbanken, 2010). The major difference between Solvency I and Solvency II is that the 

solvency ratio no longer only will be based on the size of the insurance commitments of the 

company. According to the new Solvency framework the solvency ratio will also take the 

underlying risks of the insurers operations in to account with an emphasis on the company’s 

financial investments (Riksbanken, 2010).  
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The Solvency II regulatory framework is based on three pillars: qualitative demands on 

internal control and risk management, demands regarding the supply of public information to 

the market, and quantitative demands regarding the calculations of capital 

(Finansinspektionen, 2014).  The size of the required solvency ratios are currently not decided 

upon but what is clear is that the insurance companies’ capital buffer must exceed the 

solvency ratios or otherwise the insurance company has to decrease their risk exposure 

(Riksbanken, 2010). According to John Forbes (2014) it is likely that the majority of the 

European insurance companies will have to either increase their capital buffers or reduce their 

risk exposure. The later can be obtained by reallocate their portfolio towards financial assets 

with the lowest risk and hence demanding a lower capital buffer.  

From a real estate perspective the current information regarding the upcoming Solvency II 

framework indicates that the Solvency Capital Requirement, SCR, for direct real estate will 

increase from the 15 per cent required under Solvency I to 25 per cent (PWC, 2012). Pointing 

towards that the insurance companies will have to hold a higher amount of capital for real 

estate investments. The new solvency regulation also indicates that fund investments will be 

evaluated using the “look through principle” indicating that the underlying assets will be 

determine the applicable SCR. As a result investments in real estate funds will hence have the 

same SCR as direct real estate investments (PWC, 2012).  

The proposed treatment of real estate lending has changed significantly between the Solvency 

drafts. However, according to the latest draft real estate lending will be treated as a fixed 

income product and therefore the applied SCR depends on the credit rating and maturity of 

the loans (Forbes, 2014).  Since unlisted real estate loans seldom have a credit rating they 

will, according to the latest draft, be treated as unrated fixed income products and the “look 

through principle” of funds indicates that real estate debt funds will be treated accordingly 

(Forbes 1, 2014). The latest draft indicates that the SCR applied to real estate loans with a 

maturity up to five years will be 3 per cent times the duration or in other words the SCR for a 

five year property loan will be 15 per cent (PWC, 2012). With real estate loans and real estate 

debt funds having a lower SCR compared to direct real estate and real estate fund under the 

current draft Colliers (2014) and PWC (2012) have the opinion that Solvency II might force 

the European insurance industry, and later pension funds via IORP, to reallocate their 

portfolios towards more real estate debt and decrease their direct real estate and real estate 

fund exposure. 
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6. Results - The European Real Estate Debt Fund Market 
The European real estate debt fund market currently consists of 47 funds divided by four 

different investment strategies, see Figure 5. 17 funds are targeting senior debt, 17 funds are 

targeting junior/mezzanine debt, 12 funds 

are targeting whole loans and one fund is 

focusing on bridge financing loans to real 

estate companies.  

The 47 funds are in total targeting €29.5 

billion in equity with senior debt funds 

being the largest, by far, targeting €19 

billion followed by junior/mezzanine funds 

at €5.4 billion, whole loan funds at €4.9 

billion and the bridge loan fund at €0.2 

billion, Figure 6.  

Of the targeted equity of €29.5 billion the 

funds have managed to secure €17.2 billion 

in committed equity with €11.2 billion 

committed to senior funds, €3.5 billion 

committed to junior/mezzanine funds and 

€2.4 billion committed to whole loan 

funds. The bridge loan fund has currently 

not any confirmed committed equity.  

Some of the funds have managed to start 

invest their committed equity and the total 

confirmed loans provided sum up to €5.5 

billion. Once again senior funds are ahead 

of the rest and currently have provided 

€4.4 billion in loans. The junior/mezzanine 

funds have provided €0.14 billion and the 

whole loan funds have provided €0.92 

billion. Just like the situation with the 

47 funds in the European market  

Nr. of funds by geographic target region  

Targeted, commited and loans provided 

Figure 5: Fund distribution by strategy 

Figure 6: Current equity status in the market 

Figure 7: Fund distribution by geographic target region 
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committed equity the bridge loan fund doesn’t have any confirmed provided loans as of 

February 2014.  

The geographic target regions aimed for by the funds, with the most popular first are; Western 

Europe, United Kingdom, Germany, France, whole of Europe and Spain, see Figure 7. It 

should be noted that western Europe usually is defined as UK, France, Germany, the 

Netherlands and the Nordics.  

Common for all of the different investment strategies is that they do not use any leverage in 

their debt investments and that they provide a floating rate return, base-rate plus a margin, to 

their investors.  

The following subsections will describe the status of the European real estate debt fund 

market in higher detail starting with senior debt funds followed by junior/mezzanine debt 

funds and lastly whole loan debt funds. The bridge financing debt fund will not be treated 

further since there is no more confirmed information than what has already been reported in 

this section.  

6.1. Senior debt funds 
Of the 17 senior debt funds in the 

European real estate debt fund market ten 

funds are currently raising and investing 

the equity committed and seven funds are 

raising capital with no investments 

undertaken.  The vintage year of the funds 

is predominantly 2013 with 12 funds. Two 

funds had their first closing in 2012, one 

fund in 2009, one fund in 2008 and one 

fund has no confirmed first closing year, 

Figure 8.  

 

Figure 9 shows the relationship between 

targeted return and LTV among the 17 

senior debt funds. The targeted LTV ratio 

varies between 55-70 per cent among the 

funds and the targeted return is between 3 

Target return to loan-to-value (LTV) 

Year of first closing and fund status 

Figure 8: Current status of senior funds 

Figure 9: Senior funds targeted return and LTV 

Target return to loan-to-value (LTV) 
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to 10 per cent. Further the red dot in Figure 9 depicts the average targeted return, 5.54 per 

cent, and LTV, 64 per cent, among the 

funds.  

As can be seen in Table  1 the average 

fund length among the senior debt funds 

is 7.75 years, excluding the investment 

period. The investment period used by the 

senior funds is predominantly two years 

which would result in a total average 

commitment for 9.75 years among the 

senior funds. 

 
The investments undertaken by the senior debt funds are similar in the sense that they all 

invest in senior real estate debt, however the way they invest varies from fund to fund and 

could either be through direct lending or loan acquisition, see Table  1. The most popular 

investment method is to combine both direct lending and loan acquisition followed by only 

direct lending and only loan acquisition. The targeted number of loans that each fund will 

provide is 15.4 and the preferred maximum loan size towards one lender is on an average € 

28.8 million. Further the investment region targeted by the most senior debt funds is UK 

followed by western Europe, whole of Europe, Germany and France, Table  1. 

6.2. Junior/Mezzanine Debt Funds 
Among the 17 junior/mezzanine debt funds in the European real estate debt fund market three 

funds are fully invested, nine funds are currently raising and investing the equity committed 

and five funds are raising capital with no 

investments undertaken. The vintage year 

of the funds is predominantly 2013 with 

seven funds. One fund had its first closing 

in 2014, three funds in 2012, three funds 

in 2011, two funds in 2009 and one fund 

in 2008, Figure 10. 

 

Figure 111 shows the relationship between 

targeted return and LTV among the 17 European junior/mezzanine debt funds. The targeted 

LTV ratio varies between 53-85 per cent among the funds and the targeted return is between 

Investment region
Whole of Europe 2
Western Europe 5
UK 6
Germany 2
France 2
Loan generating method 
Direct Lending 5
Loan Acquisition 4
Direct + Acquisition 8

Fund length 7,75
Nr of Loans 15,4
Loan size, €MM 28,8

Average fund length, loan size and number of loans

Year of first closing and fund status 

Table  1: Overview of fund characteristics 

Figure 10: Current status of junior/mezzanine funds 
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8.5 – 19 per cent. Further the red dot in Figure 11 depicts the average targeted return, 12.12 

per cent, and LTV, 72 per cent, among the funds. 

As can be seen in Figure 11 the average 

fund length among the senior debt funds 

is 6.57 years, excluding the investment 

period. The investment period used by the 

junior/mezzanine funds is similar to the 

one used by senior debt funds and is 

predominantly two years which would 

result in a total average commitment for 

8.57 years among the junior/mezzanine 

debt funds. 

 
The investments undertaken by the 

junior/mezzanine debt funds are similar in 

the sense that they all invest in 

junior/mezzanine real estate debt, 

however the way they invest varies from 

fund to fund and could either be through 

direct lending or loan acquisition, see 

Table  2.The most popular investment 

method is direct lending followed by loan 

acquisition and to combine both direct 

lending and loan acquisition. The targeted number of loans that each fund will provide is 11.8 

and the preferred maximum loan size towards one lender is on an average € 27.9 million. 

Further the investment region targeted by the most senior debt funds is Western Europe 

followed by UK, Germany and Spain, Table  2. 

 

6.3. Whole Loan Debt Funds 
Of the 12 whole loan debt funds in the European real estate debt fund market four funds are 

fully invested,  five funds are currently raising and investing the equity committed and three 

funds are raising capital with no investments undertaken.  The vintage year of the funds is 

predominantly 2013 with three funds. One fund had its first closing in 2014, two funds in 

2012, two funds in 2011, two funds in 2010, one fund in 2009 and one fund in 2008, 

Target return to loan-to-value (LTV) 

Investment region
Western Europe 11
UK 4
Germany 1
Spain 1
Loan generating method 
Direct Lending 7
Loan Acquisition 6
Direct + Acquisition 4
Average fund length, loan size and number of loans
Fund length 6,57
Nr of Loans 11,8
Loan size, €MM 27,9

Figure 11: Junior/mezzanine funds targeted return and LTV 

Table  2: Overview of fund characteristics 
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Figure12. Figure 13 shows the relationship 

between targeted return and LTV among 

the 12 European whole loan debt funds. 

The targeted LTV ratio varies between 65-

90 per cent among the funds and the 

targeted return is between 7-16.5 per cent. 

Further the red dot in Figure  depicts the 

average targeted return, 12.83 per cent, 

and LTV, 76 per cent, among the twelve 

funds. 

 

As can be seen in Table  3 the average 

fund length among the senior debt funds is 

5.8 years, excluding the investment period. 

The investment period used by the other 

European real estate debt funds and is 

predominantly two years which would 

result in a total average commitment for 

7.8 years among the whole loan debt 

funds. 

The investments undertaken by the whole 

loan debt funds are similar in the sense that 

they all invest in real estate whole loan 

debt; however the way they invest varies 

among the funds and could either be 

through direct lending or loan acquisition, 

see Table  3. The most popular investment 

method is to combine both direct lending 

and loan acquisition followed by only 

direct lending and only loan acquisition. 

The targeted number of loans that each fund will provide is 20.7 and the preferred maximum 

loan size towards one lender is on an average € 21.9 million. Further the investment region 

Target return to loan-to-value (LTV) 

Year of first closing and fund status 

Investment region
Western Europe 9
UK 2
UK & Germany 1
Loan generating method 
Direct Lending 5
Loan Acquisition 1
Direct + Acquisition 6
Average fund length, loan size and number of loans
Fund length 5,80
Nr of Loans 20,7
Loan size, €MM 21,9

Figure 12: Current status of whole loan funds 

Figure 13: Whole loan funds targeted return and LTV 

Table  3: Overview of fund characteristics 



33 
 

targeted by the most senior debt funds is Western Europe followed by UK and a combination 

of UK and Germany, Table  3. 

7. Results - Nordic Institutional Investors 
Out of the 122 Nordic institutional investors invited to participate in the European real estate 

debt fund survey 47 decided to participate and to share their opinion on the topic which 

equivalents a respondent rate of 38.5 per cent. In addition to the 47 survey respondents an 

additional of six Nordic institutional investors provided, to a variable extent, their thoughts 

regarding the topic by answering the email that invited them to the survey. Including the 

additional respondents the respondent rate would equivalent 43.4 per cent. However their 

thoughts and answers will mostly be used in the analysis in section 8.  

 

Answers from all of the Nordic countries were included in the responses as well as from all of 

the different institutional investor subgroups except sovereign wealth funds. The breakdown 

of the respondents by country turned out to be the following: 18 respondents from Sweden, 12 

from Finland, eight from Denmark, seven from Norway, and two from Iceland. Additionally 

the breakdown by institutional investor subgroup was: 15 private sector pension funds, 13 

public pension funds, nine insurance companies, six family offices, three 

foundations/endowments, one trade/labor union and zero sovereign wealth funds. The 47 

survey respondents 

combined assets under 

management were 

approximately €411 

billion and the 

average current 

portfolio weight 

towards debt 

investments were 55 

per cent including 

bond holdings and 10 per cent excluding bond holdings. 

 

The respondents tend to define European real estate debt fund investments in different ways, 

as can be seen in Figure 14, 14 respondents would define it as a real estate investment, 13 as 

Definition of Real estate debt funds  

Figure 14: The Nordic Institutional investors’ definition of real estate debt fund 
investments  
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an alternative investment, 10 as a credit mandate investment, nine as a fixed income 

investment and one 

respondent would 

classify it as loan 

with collateral in 

assets. Further 17 

respondents consider 

European real estate 

debt funds to provide 

an alternative to 

corporate bonds, 15 consider it to provide diversification to the fixed income part of the 

portfolio, 14 respondents regard it as a diversification to the real estate part of the portfolio, 

14 consider it to be an alternative to direct real estate investments, 13 is of the opinion that it 

would be an alternative to bonds issued by real estate companies and 10 of the respondents 

doesn’t consider European real estate debt funds to provide any of the above mentioned, see 

Figure 15.  

 

Among the respondents, see Table 4, 33 of 

them consider that their portfolio allocation 

towards real estate debt is at the target 

allocation level, 14 consider it to be below 

the target allocation and none of the 

respondents consider their real estate debt 

allocation to be above the target allocation. 

In addition 18 respondents prefer to 

undertake indirect debt investments when 

investing in debt, 12 prefer to undertake 

direct debt investments and 17 are 

indifferent regarding whether to invest direct or indirect in debt.   

The majority of the respondents answered that their investment policy would allow them to 

invest in European real estate debt funds with 35 institutional investors answering yes and 12 

answering no. When asked about if they have evaluated any European real estate debt funds 

14 respondents answered that they have evaluated and invested in European real estate debt 

Current allocation towards RE debt 
Above target 0
At target 33
Below target 14
The future of the asset class
It will increase 25
Stay on the current level 3
It will decrease 1
No opinion 18
Future allocation to the asset class
It will increase 15
Stay on the current level 16
It will decrease 0
No opinion 16

Table  4: Current and future allocation  

Benefits from real estate debt fund investments  

Figure 15: The Nordic Institutional investors’ benefits from real estate debt fund 
investments  
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funds, 12 answered that they have evaluated European real estate debt funds but currently 

without any investment, one institutional investor answered that they haven’t evaluated any 

European real estate debt funds but that they have evaluated real estate debt funds with a non-

European exposure and 20 respondents answered that they haven’t evaluated any real estate 

debt funds at all.   

 

The institutional investors that participated in the survey were asked to, on a scale from one to 

five, rank the importance of several different factors when evaluating a potential European 

real estate debt fund investment. Of the factors controlled for the most important factor with 

an average score of 4.33 was the background of the management team closely followed by the 

risk-adjusted return of the fund at 4.24, the underlying property sector at 3.56, the liquidity of 

the underlying property market at 3.37, the length of the fund commitment at 3.15 and lastly 

the geographical diversification with an average score of 3.02. A majority of the respondents, 

27 institutional investors, answered that they would prefer to invest in European real estate 

debt fund that invests in senior debt, 9 respondents would prefer to invest in a fund investing 

in whole loan debt and 7 respondents would prefer to invest in a European real estate debt 

fund that targets junior/mezzanine debt. Further, 16 of the respondents would prefer the 

European real estate debt fund to invest in debt through direct lending, 3 institutional 

investors prefer the investment method to be loan acquisition and 28 of the respondents are 

indifferent regarding the investment method  when it comes to a potential European real estate 

debt fund commitment.   

 

The final two questions address the Nordic institutional investors’ opinion regarding the 

future of the European real estate debt fund market segment and how they believe that their 

own future commitment to European real estate debt funds will evolve, see Table 4. Among 

the respondents 25 believe that the market segment will increase, 3 deems that the market 

segment will stay on the current level, one believe that the market segment will decrease and 

18 respondents have no opinion regarding how the future of the European real estate debt 

fund market will evolve. Regarding the institutional investors own future commitment to 

European real estate debt funds 15 respondents is of the opinion that their commitment 

towards European real estate debt funds will increase, 16 believe that their commitments will 

stay on the current level, none of the respondents believe that their commitments will decrease 

and 20 of the respondents have no opinion regarding how their future commitment will 

evolve.  
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8.  Analysis 
This part covers the authors thoughts and analysis of the results generated from the European 

real estate debt fund data collection and the survey answers from the Nordic institutional 

investors. The analysis will try to identify any differences or/and similarities relating to the 

literature review and the introduction. The analysis of the European real estate debt fund 

market and the answers from the Nordic institutional investors will be presented separately 

starting with the European real estate debt fund market and later the Nordic institutional 

investors. However, the analysis can overlap were it seems appropriate. 

8.1. Real Estate Debt Fund Market 

Studying the statistics compiled regarding the European real estate debt fund market it 

becomes, in accordance with Preqin 1 (2013), clear that it is a new way of offering financing 

to real estate companies. The oldest of the funds found in the research had their first closing in 

2008 and two-thirds, 31, out of the 47 real estate debt funds in the market have had their first 

closing in 2012 or later, findings that clearly support Preqin (2012) and INREV 1 (2013) in 

their statement that more fund managers are trying to capitalize on the opening in the real 

estate lending market. The statement is further supported by findings that unveil that 

approximately eight out of ten funds currently are in the raising capital or investing and 

raising capital stage and only two out of ten are in the later investing/invested stage. 

From a geographical perspective it is evident that European real estate debt fund managers are 

targeting European markets that are considered more stable and 44 of the funds are looking 

for investment opportunities in either Western Europe or individual countries included in the 

Western Europe such as UK, Germany and France. The current focus towards these markets 

could most likely depend on two factors; firstly, as Feeney et al (2012) stated, investors are 

generally reluctant to “new” unproved investment opportunities. However, most institutional 

investors are familiar with the real estate markets in the Western European through previous 

investments in direct real estate and/or securities backed by Western Europe real estate. By 

focusing their target region to these more familiar real estate markets fund managers could 

experience lower entry barriers when approaching investors and as a result find it comparable 

easier to attract institutional investors to commit capital to their funds. Secondly, since real 

estate debt funds provide capital to real estate companies who are seeking financing to exploit 

attractive investment opportunities or to refinance its current loans it is wise to focus on 

markets with large market depth of real estate actors and a comparable high transaction 

volume, characteristics that the well developed and comparable liquid Western European real 
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estate markets possess. Further, the Basel III regulatory framework will most likely cause the 

European banks to decrease their exposure to real estate lending and as a result the potential 

deals for the European real estate debt funds could increase all over Europe.  

By looking at the different investment strategies separately it becomes clear that senior debt 

funds are the strategy that is targeting, by far, the largest amount of equity. Both on an 

aggregated level, €19 billion compared to €5.4 billion for junior/mezzanine and €4.9 billion 

for whole loan funds, and on an average level, €1.18 billion compared to €0.32 billion for 

junior/mezzanine and €0.41 billion for whole loan funds. Further, it is also the debt fund 

strategy that currently has the highest amount of committed equity once again on both an 

aggregated, €11.2 billion compared to €3.5 billion for junior/mezzanine and €2.4 billion for 

whole loan funds, and average level, €0.66 billion compared to €0.21 billion for 

junior/mezzanine and €0.2 billion for whole loan funds. This result is not surprising. 

Considering the following three reasons; Firstly, all real estate investors who seek leverage on 

their investments will conditionally have senior debt in their capital structure, since senior 

debt is occupying the LTV range from 0 to 60 per cent, resulting in a potentially larger market 

for the senior debt funds.  

Secondly, since senior debt occupies the largest amount in the capital structure, 60 per cent, it 

becomes natural that the senior debt funds are targeting more equity compared to 

junior/mezzanine debt funds. To elaborate, for every 100 per cent of property value senior 

debt can constitute 60 per cent of the financing, LTV range between 0 to 60 per cent, whereas 

junior/mezzanine debt constitutes of 20 per cent, LTV range between 60 to 80 per cent. As a 

result senior debt funds can for every property lend three times the amount that 

junior/mezzanine debt funds can and senior debt funds hence need to target more equity. On 

the other hand, taking the whole loan funds in to consideration that offers loans up to a LTV 

of 80 per cent and applies the same argument as above one could argue that whole loan funds 

should be targeting the largest amount of equity since they occupy an even larger part of the 

capital structure. However, as the results shows this is not the case. A reason could be that 

whole loans generally are more expensive for the loan taker and that not all loan takers aims 

to reach a LTV of 80 percent and hence turns to the comparable less expensive senior debt 

funds instead. 

Thirdly, the comparably safer senior debt fund strategy might find it easier to attract investors. 

Having in mind that Feeney et al (2012) stated that investors generally are risk-adverse and 
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reluctant to “new” unproved investment opportunities. As a result one could argue that the 

safer alternative of the unproved opportunities could be preferred from the investors’ side 

since the risk of losing the principal investment is lower, and in an extent senior fund 

managers might find it easier to attract equity compared to junior/mezzanine and whole loan 

managers. This is further supported by Feeney et al (2012) finding that institutional investors 

in the present low-yield environment are looking for low-risk alternatives to the currently low 

yielding government bonds. 

The results from the debt fund research shows that the average maximum LTV for the 

junior/mezzanine and whole loan funds are within the range found by INREV 2 (2012) in 

section 4. On the other hand the average maximum LTV for the senior debt funds are 64 per 

cent which is slightly higher than the 60 per cent found by INREV 2 (2012).  Common for all 

the different investment strategies is that the LTV range among the debt funds within each 

strategy group are quite wide, as can be seen in section five. This could be a result of the 

different regions and properties targeted by the different debt funds within each strategy. 

Although the debt funds to a large extent are targeting stable Western European real estate 

markets there are some differences between different locations and properties within these 

markets. Commercial real estate is a notably heterogeneous asset class and every property and 

submarket is therefore unique. As a result some properties and submarkets might be 

considered less (more) risky which allows the debt funds to stretch (contract) their maximum 

LTV limits and to offer slightly higher (lower) leverage to the borrowers than what is found 

by INREV 2 (2012). 

From a target return point of view the result shows that the average target return for both the 

senior debt funds and the junior/mezzanine debt funds are within the range found by INREV 1 

(2012), 5.54 per cent for the senior debt funds compared to the range of 4 to 6 per cent and 

12.12 per cent compared to the range of 8 to 15 per cent for the junior/mezzanine funds. The 

average return result for the whole loan funds are notably higher than what was found by 

INREV 1 (2012) with the research pointing towards an average of 12.83 per cent compared to 

a target return range 6 to 8 per cent found by INREV 1 (2012). The notably higher target 

return for the whole loan funds might be explained by findings made by INREV 1 (2012) 

which points towards that whole loan funding could be the only solution for borrowers who 

find it hard to secure financing from senior debt funds due to currently high LTV ratios. The 

absence of available senior financing would most likely imply that the property/borrower in 

question are of too high risk to be considered and whole loan fund manager could as a result 
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of the higher risk demand a higher return as a prerequisite to provide financing. The statement 

that whole loan funds invests in riskier loans could further be supported by the result that 

proves that whole loan funds on an average have a shorter fund length than both senior and 

junior/mezzanine funds, implying that fund managers are reluctant to hold these assets for a 

long period.  

The target return range within the different investment strategies is as section six proves 

rather wide. This is not surprisingly considering the wide LTV range within the debt 

strategies. A higher LTV implies a higher risk for the lender and should therefore be 

compensated by a higher return. Further, the same argument supporting the wide LTV ranges 

could be made for the target return that commercial real estate is a notably heterogeneous 

asset class and every property and submarket is unique. Therefore some properties and 

submarkets might be considered less/more risky and the returns required by the debt funds 

will therefore be higher/lower than the average among the funds depending on what 

submarket and/or property type the fund manager in question are targeting. 

The unlevered floating-rate return, base-rate plus a margin return, characteristic found among 

the European real estate debt fund is most truly a strong selling point among the Nordic 

institutional investors since it reduces the interest rate risk of the investments and as a result 

the risk level of a potential investment in European real estate debt funds.  

8.2. Nordic Institutional Investors 

Considering that the European real estate debt funds are a new asset class the growth of the 

asset class among the Nordic institutional investors appears to be rather positive. To start 

with, 75 per cent of the respondents have an investment policy that allows them to invest in 

real estate debt funds and the respondents that are allowed to invest in the asset class have a 

combined asset under management of €346 billion of which €191 billion are dedicated to debt 

investments, including bonds, and €35 billion to debt investments, excluding bond 

investments. This could be compared to the entire respondent population that has €411 billion 

in asset under management and €227 billion dedicated to debt investments, including bonds, 

and €41 billion to debt investments, excluding bond investments.  

In addition, 30 per cent of the Nordic institutional investors with a total combined asset under 

management of €82 billion have currently invested in European real estate debt fund 

indicating that real estate debt funds are starting to attract the institutional investors’ attention.  

One would assume that the larger institutional investors are the one that first commit capital to 
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new asset classes due to a higher asset under management that needs to be diversified over 

various assets and markets. Interestingly, the results shows that the size, measured in assets 

under management, of the institutions that currently have invested in the asset class cover a 

large part of the size spectra from €0.16 billion to €21 billion indicating that European real 

estate debt funds could approach institutional investors of all sizes with success. 

8.2.1. Important Issues and Obstacles  

Although there is substantial amount of capital among the Nordic institutional investors for 

the European real estate debt fund managers to target some potential obstacles can be 

identified. First of all the majority of the respondents of the survey currently have a portfolio 

allocation towards debt at par with their target allocation and less than a third of the 

respondents currently have an allocation below the target. Further the survey found results 

supporting the issues that Feeney et al (2012) raised regarding that institutional investors 

might be reluctant to new and unproven investment opportunities and that some investors 

aren’t acquainted with illiquid products. The adverse attitude towards new asset classes could 

be found among the respondents and is supported by a comment from one of the respondents; 

“We don’t invest in any kind of Real Estate debt funds. Much due to that it is a comparably 

unproved investment form and we generally prefer to have historic returns to base our 

investment decisions on.” It is fair to assume that the adverse attitude towards unproven 

investment opportunities could be due to information inefficiencies among the institutional 

investors and that better information regarding the asset class could help overcome this 

aversion. The importance regarding the information collection in the investment process and 

that it could be facilitated through unbiased outside advisory could similarly be found in the 

comments from the respondents “As a small/medium size pension fund we use outside 

managers/consultants when choosing real estate debt funds. Manager Selection is essential as 

it is in Private Equity.”  

The comment further brings up the general opinion regarding the importance of manager 

selection something which also applies to the managers of the real estate debt funds. In the 

absence of a fund track record the background of the management team is one of the few 

factors that the potential investor has to evaluate and it is therefore of the utmost importance. 

The weight put on the fund managers’ background is according to the Nordic institutional 

investors of such importance that they rank it as the single most important factor when 
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evaluating a potential real estate debt fund investment giving the factor an average score of 

4.34 out of five in the survey, even higher than the risk-adjusted return.  

Although the literature review showed that institutional investors generally can, and will, have 

long investment horizons some evidences supporting a preference for holding liquid and listed 

assets were found with respondents sharing comments such as: “Please note that  we have 

significant exposure to liquid bonds issued by real estate companies in our fixed income 

portfolio.”, “We are by the way not investing in other Real estate debt, than directly in listed 

mortgage papers since they are more liquid”, “Any exposure towards real estate debt is taken 

and evaluated internally. In the European and the US market this is most likely taken via the 

liquid securitization format (CMBS).”; “We only invest in index and index like funds in very 

liquid markets.” These comments are interesting since they support the finding by Feeney et 

al (2012) and contradict the literature review findings from section three. Further it 

contradicts findings from the survey responses where the factor “the length of the fund” was 

rated the second lowest with 3.15 out of five. The explanation to the contradicting answers 

could be in the comments themselves since they all are from respondents that have a negative 

opinion, or are not allowed, to invest in real estate debt funds. The survey responses including 

all of the respondents on the other hand provides the general opinion regarding the fund 

length factor and includes both the ones positive and negative towards real estate debt funds. 

Considering the large number of respondents it is natural that the importance of the illiquidity 

feature of real estate debt funds varies among the funds and arguably the emphasis of the 

importance should be left to stay on an individual level. The comments above further 

indicates that the European real estate debt funds are competing with other asset backed 

securities and in particular listed commercial mortgage-backed securities (CMBS) for the 

Nordic institutional investors commitments.  

Based on the results it becomes evident that Feeney et al (2012) were right considering that 

institutional investors may have a hard time to decide how real estate debt funds should be 

defined. The survey results shows that the definition varies extensively among the Nordic 

institutional investors and the answers are divided rather evenly among fixed income 

investment, alternative investment, real estate investment and credit mandate investment. 

Further two respondents commented on the definition question as follows; “We have 

categorized loans like real estate debt as "loans with collateral in assets”. Similar to asset 

backed securities, but they are not securities that trade and have an ISIN. Therefore the 

special category. Also assets pledged could be anything in this category- not just real estate.” 
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The other comment which pictures the definition problem accurately “reported as something 

between RE and Credit, currently reported as Hedge Fund”.  The later pointing out that 

institutional investors might struggle to define it within their own organization as well.  

The issue regarding the definition could affect the fund managers fund raising process in a 

negative manner. To start with, since different Nordic institutional investors defines real 

estate debt funds differently there is a possibility that fund managers might contact the wrong 

person in the organization when doing the investment pitch resulting in a lower success rate. 

Further, it would be fair to assume that an institutional investor that classifies real estate debt 

funds as a fixed income investment and an institutional investor who classifies it as a real 

estate or alternative investment would have different preferences regarding the potential 

investment, and as a result requires different approaches in the pitching process to be 

attracted.  

The definition problem could arise from that different Nordic institutional investors are 

interested of investing in real estate debt fund that targets different tranches of the capital 

structure and therefore define it differently due to the different risk and return characteristics 

of the various fund strategies. Considering the present problem it could be that the asset class 

would benefit from a somewhat standardized definition that would make it easier for the 

institutional investors to assess the real estate debt funds something that ultimately would 

benefit the fund managers and the European real estate debt fund market.  

By breaking the respondents down by the preferred debt strategy for potential investments it 

becomes clear that there are some differences among the preferred definitions. Among the 

institutional investors who preferred senior debt funds the definition of a real estate 

investment was found overrepresented with 37.0 per cent compared to 29.8 for the full 

respondent sample. The same overrepresentation for the real estate investment definition 

could be found among the respondents who preferred junior/mezzanine debt funds were 42.9 

per cent preferred the real estate investment definition. For the institutions who preferred 

whole loan debt funds an overrepresentation was found for the definition credit mandate 

investment with 44.4 per cent of the respondents compared to 21.3 per cent for the full 

respondent sample. Clearly there are some differences in definition among the Nordic 

institutional investors related to the preferred debt fund investment. 

The definition as a real estate investment is further overrepresented among the respondents 

that currently have invested in European real estate debt fund(s), 42.9 per cent compared to 
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29.8 per cent for the entire respondent population. The same overrepresentation was found 

among the respondents that answered that their future commitment to the asset class would 

increase this time counting for 33.3 percent. The results points towards that the real estate 

investment is the most popular definition among the Nordic institutional investors who have 

either invested and/or will increase their future commitment towards the asset class. The 

preferred real estate investment definition could be a result of the comparable new and 

unproven asset class that real estate debt funds are and that the name of the asset class 

involves the words real estate which instinctually gets the institutional investors to define it as 

a real estate investment. However which standardized definition that would be the most 

appropriate have to be based on more aspects than this thesis covers and would be an 

interesting area for further research. 

8.2.2. Potential Benefits from the Asset Class 

The presence of various definitions for the asset class could be one of the reasons behind the 

answers to question 12 where the respondents were asked if they consider European real 

estate debt funds to be an alternative to direct real estate, bonds issued by real estate 

companies and/or bonds issued by other corporates, or provide diversification to the fixed 

income part of their portfolio and/or the real estate part of their portfolio. The answers from 

the respondents were, similar to the answers regarding the definition of real estate debt funds, 

evenly spread among the alternatives pointing towards that different Nordic institutional 

investors have different benefits from the asset class. As one of the respondents commented 

“The expected return from the asset class is relatively low at current interest rates levels 

which could reduce current interest for the asset class. However it gives a more stable 

exposure towards the real estate sector and a good diversification to the portfolio.” This 

shows that the investor in question’s primarily benefit from a potential real estate debt fund 

investment would be a more stable exposure to the real estate sector and not a high expected 

return as one might expected, based on the high score given to the risk-adjusted return factor 

in question 13. 

The importance of the return of the investments which have forced the institutional investors 

to a “search for yield”, found by both Johansson (2013) and Feeney et al (2012), could be 

something that will be in favor for the real estate debt funds. Since the European real estate 

debt funds have different risk and return targets the institutional investors could most likely 

find a fund that satisfy their investment preferences. One of the respondents who currently 
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have a senior debt fund investment commented that one of the benefits with the senior debt 

funds is that they provide a “Safe spread over compared to corporate bonds.” The findings by 

Feeney et al (2012) regarding that institutional investors historically have preferred 

government bonds and currently, due to the low yields, are looking for alternatives to 

government bonds is something that could be the reason behind the palpable preference for 

senior debt funds among the Nordic institutional investors. 58 per cent of the respondents 

have a preference for the senior debt strategy when it comes to the real estate debt funds. With 

senior debt funds being the “safest” investment category of the three it is also the one that are 

most similar to the historically safe government bonds that according to Feeney et al (2012) 

currently have become unattractive. 

In addition, according to the latest draft of the new Solvency II regulatory framework for 

insurance companies and IORP for pension managers it seems like real estate debt funds will 

be treated more favorably compared to direct real estate investments in the future. The lower 

SCR applied to real estate lending, compared to direct real estate investments, could further 

improve the benefits from investing in real estate debt funds since the capital requirement for 

investing in real estate lending due to the “look through principle” is expected to be lower, 

hence forcing the institutions to hold less capital for the investment. With many of the 

institutions already defining real estate debt fund investment as real estate investments one 

could think that the institutional investors would reallocate from direct real estate to real 

estate debt fund for their real estate portfolio to benefit from the lower SCR.   

8.2.3. The Future   

Regarding the future of the new European real estate debt fund asset class the survey 

respondents seems to have an overall positive outlook.  Out of the 29 respondents that had an 

opinion regarding the future of European real estate debt funds 86 per cent believe that the 

asset class will increase in the future and only 4 per cent believes that the asset class will 

decrease. Further 48 per cent of the respondents who had an opinion regarding their own 

future commitment to the asset class are of the opinion that their future commitment will 

increase and the residual 52 per cent currently believes that their future commitment will stay 

on the current level including three funds that presently have invested in European real estate 

debt fund(s). On the other hand it is not surprising that none of the respondents have answered 

that their future commitment will decrease considering that European real estate debt funds is 

a new asset class and even if they invested in the first European real estate debt fund they 
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would still have several years left before the termination of the fund. Secondly, more than two 

thirds of the respondents currently don’t have any commitments to European real estate debt 

funds and could therefore not decrease their exposure.  

The positive outlook for the segment is further strengthen by the fact that 25 per cent of the 

Nordic institutional investors that currently haven’t been approached by European real estate 

debt fund managers reasons that the segment will increase in the future. By removing the 

respondents that do not have an opinion regarding the future of the segment the number 

becomes even higher with 83 per cent of the currently non targeted investors believing that 

the asset class will increase in the future. Further 30 per cent, with a total asset under 

management exceeding €10 billion, of the funds that currently haven’t been approached by a 

real estate debt fund is of the opinion that their own commitment to the asset class will 

increase in the future. By removing the respondents that currently have an investment policy 

that goes against investments in real estate debt fund from the Nordic institutional investors 

that have been approached by real estate debt funds 60 per cent out of the respondents believe 

that their commitment to European real estate debt funds will increase in the future, findings 

that once again point towards an increased market share for real estate debt funds among the 

Nordic institutional investors.  
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9. Conclusion  
The research in this thesis has showed that the European real estate debt funds are a new asset 

class that currently consists of about 47 funds. The fund managers that are currently in the 

market have focused their investments to the more developed Western Europe real estate 

market. Presumably in an attempt to find a potentially higher deal flow, due to higher 

transaction volumes and the presence of a large amount of  real estate managers,  and to ease 

the adverse attitude towards unfamiliar investment opportunities among the institutional 

investors since it is a real estate market that is familiar among the institutional investors. 

The research also indicates that the senior and junior/mezzanine real estate debt fund 

strategies are the most preferred strategies among the fund managers and that the whole loan 

strategy is the one targeted by the least amount of fund managers. In terms of targeted and 

committed capital among the different strategies the senior debt strategy is the one that 

currently is a head of the strategies with a targeted capital twice the size of the targeted capital 

among the other strategies combined. The same superiority is found for the committed equity 

as well, this time with senior debt funds having a committed capital slightly under twice the 

committed capital of the other strategies combined.  

From a risk and return point of view it is evident that the senior debt funds are the least risky 

in terms of average LTV and therefore also has the lowest average targeted return of the three. 

Regarding the junior/mezzanine debt funds and the whole loan debt funds the data is pointing 

towards that the whole loan funds might be the riskier one of the two with both the average 

targeted LTV and return being higher. The research further found that the targeted LTV and 

return among the funds within each of the different debt strategies did vary extensively 

indicating that the borders between the distinctions between the different strategies could be 

unclear in some cases.  

The overall view among the Nordic institutional investors regarding European real estate debt 

funds is rather positive with a clear majority expecting the asset class to experience further 

growth in the future. Additionally the majority of the respondents who had an opinion 

regarding their future commitments to European real estate debt funds are expecting their 

investments to increase in the future which further points towards an expansion for the asset 

class.  

However there seems to be some obstacles for the asset class to overcome before the Nordic 

institutional investors become comfortable with European real estate debt fund investments. 
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The most apparent obstacle was found to be the definition issue. Although most respondents 

preferred to define a real estate debt fund investment as a real estate investment there was 

strong evidence indicating that the Nordic institutional investors uses a wide variety of 

definitions of the asset class. The definition seems to differ between the preferred debt fund 

strategies of the funds with real estate investment being the most preferred definition among 

the institutional investors who prefer senior and junior/mezzanine debt funds while 

respondents preferring whole loan funds prefer to define it as a credit mandate investment.  

The definition problem is most likely derived from a lack of information about this 

comparable new asset class. Some investors further raised the illiquidity feature of the real 

estate debt funds to be a problem and it became evident that the asset class competes with 

other more liquid asset-backed securities such as commercial mortgage-backed securities for 

the respondents’ capital.  

Although there is a definition and illiquidity problem for the European real estate debt funds a 

clear majority of the respondents have been approached by fund managers and just under a 

third of the respondents currently have committed equity to European real estate debt funds. 

In addition, the majority of the Nordic institutional investors would prefer to invest in a fund 

with a senior debt strategy followed by junior/mezzanine debt and lastly whole loan debt. 

When evaluating a potential European real estate debt fund the most important factor 

appeared to be the background of the fund’s management team, indicating that the 

management team is of utmost importance with the absence of a fund track record. Further, 

the potential benefits of European real estate debt fund investments for the respondents 

appeared to be many with real estate debt funds being considered to provide an alternative to 

corporate bonds and to provide diversification to the fixed income part of the portfolio being 

the most common.   

To conclude, there are many factors that points towards a bright future for the European real 

estate debt funds. Basel III will most likely force the European banks to reduce their exposure 

towards commercial real estate lending resulting in a higher potential deal flow for the debt 

funds. Solvency II will make real estate debt funds comparable more attractive as an 

investment for Insurance companies and IORP will most likely have the same effect on 

pension funds, compared to direct real estate and as a result a reallocation towards real estate 

debt funds is likely to take place in the future. The many benefits from the asset class found in 

combination with the floating rate return of the real estate debt funds is a strong selling 
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characteristic among the Nordic institutional institutions who to a large extent are expecting 

the asset class to grow as well to invest more capital in the asset class.  

Although there are some evident issues to overcome the European real estate debt fund asset 

class will increase among the Nordic institutional investors and the market segment would 

most likely continue to experience growth in the future as the knowledge and interest for the 

asset class increases.  
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Appendix I – Survey questions 
 

 
1. In which country are you based?  

Sweden  

Norway  

Denmark  

Finland  

Iceland   
 
 
2. Which institutional investor subgroup do you classify yourself as?  

Public pension fund  

Private sector pension fund  

Insurance company  

Sovereign wealth fund  

Foundation/endowment  

Trade/labor Union  

Family office  

Other:  
 
 
3. What is the volume of your assets under management?  
Please answer in Euros  

 
 
 
4. What is your current portfolio weight towards debt investments?  
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5. Does your current investment policy allow you to invest in real estate debt?  

Yes  

No  
 
6. What is your current portfolio allocation towards real estate debt investments?  

Above target allocation  

Below target allocation  

At target allocation  
 

7. Within your portfolio how is a real estate debt fund investment classified?  

Fixed income investment  

Alternative investment  

Real estate investment  

Credit mandate investment  

Other:  
 
 
8. Do you prefer direct or indirect debt investments?  
Direct: self-originated loans or loan acquisition. Indirect: PE/fund investment 

Direct investments  

Indirect investments  

Indifferent  
 
 
9. Have you evaluated any European real estate debt fund investment(s)?  

Yes, and we have invested  

Yes, but no investment  

No, but with we have evaluated real estate debt fund(s) with non-European exposure  

No  
 
 
10. What loan generating method would you prefer a potential European real estate 
debt fund to have?  

Direct lending  

Loan acquisition  

Indifferent  
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11. What tranche of commercial real estate debt would you be most interested to invest 
in through an European real estate debt fund?  

Senior, LTV<65%  

Junior/mezzanine, 65% <LTV< 85%  

Whole loans, 0% <LTV< 85%  
 
 
 

 

12. Do you consider an investment in an European real estate debt fund to provide any 
of the following?  
Multiple answers are possible 

Diversification to the fixed income part of your portfolio  

Diversification to the real estate part of your portfolio  

An alternative to direct real estate investment  

An alternative to bonds issued by real estate companies  

An alternative to other corporate bonds  

None of the above  

Other:  
 
 
13. How important do you consider the following factors when evaluating an European 
real estate debt fund investment?  
5 being the highest importance and 1 the lowest importance 

 1 2 3 4 5 

Geographical 
diversification       

Underlying 
property sector      

The liquidity of 
the underlying 

property market 
     

Background of 
the management 

team  
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 1 2 3 4 5 

The risk-adjusted 
return      

The length of the 
fund       

 

14. What is your opinion regarding the future of the European real estate debt fund 
market segment?  

It will increase  

It will decrease  

It will stay on the same level as now  

No opinion  
15. How do you think your future commitment towards European real estate debt funds 
will evolve?  

It will increase  

It will decrease  

It will stay on the current level  

No opinion  
 
 
16. Other thoughts or comments  
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