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After weeks of uncertainty surrounding Greece’s stand-off with 
the European Union over the renegotiation of the terms of its 
bailout, temporary calm has been restored.

A four-month loan extension to Greece is but a brief respite, a 
plaster over a much deeper wound that still threatens Europe’s 
single currency. There is little agreement between Athens and 
Berlin on the reform measures that the Greek government will 
have to comply with.

Brinkmanship between Greece’s new left-wing government 
and Europe over the struggling country’s revised bailout terms 
could still dissolve into a worst-case scenario that no one wants: 
Greece’s exit from the single currency. 

The politicians are playing with fire. A Greek exit, or ‘Grexit’, 
would be likely to see the euro fall in value, initiating a vicious 
circle of lower economic activity and investor confidence in the 
region. All of which would be extremely painful for European 
countries in and out of the eurozone, as well as Greece itself.

But if a resolution is achieved, the picture changes considerably. 
The balance of the remaining major economic influences in 
Europe is actually net positive for commercial real estate (CRE) 
investment and lending in the near-term.

The primary European macroeconomic concern on the horizon 
is the impact of the ECB’s quantitative easing (QE) programme, 
which is designed to counter current deflation as well as 
the broader threat of prolonged low inflation and stimulate 
investment and growth. 

In addition to this central bank interventionist policy, the implications 
from the collapse in the oil price are doubled-edged: lower oil prices 
increase real incomes, but is also indicative of declining global 
economic growth.

Yet the net effect of these variables for European commercial real 
estate, leaving the Grexit scenario aisde, remains optimistic. This 
is because capital flows into real estate continue to be driven by 
the relative value of property compared with government gilts and 
corporate bonds, for which yields are expected to continue to fall, 
in some cases into negative territory. (See table on page 2)

In the first of a series of Real Estate Finance Updates for BTG Global 
Advisory, we look at how a Greek Exit could mask a positive macro 
environment for real estate.

Grexit or no Grexit

This strong investment demand is expected to weigh on property 
yields, albeit less than in 2014. This is coupled with improving, 
but mixed, rental growth. In addition, low inflation will push out 
interest rate rise expectations. 

ECB’s QE Will Lead to Increased  
Capital Flows to Real Estate
The European Central Bank is on the brink of commencing its 
€1.1bn bond buying programme, to counter economic stagnation 
and deflationary risks in the eurozone.

This will predominantly comprise purchasing government gilts 
as well as liquid investment grade corporate bonds, injecting 
liquidity throughout the currency bloc. As a result, yields will fall 
on the purchased bonds, such as government-linked bonds, 
covered bonds and highly rated corporates.

In turn, this will trigger a ‘displacement effect’ in which investors, 
typically pension funds and insurance companies, will be forced 
to redeploy capital into higher yielding asset classes which 
should lead to a move up the risk-curve.

This redeployment of capital across higher yielding asset classes 
could, in part, be redistributed into higher yielding commercial 
real estate – across debt and equity. 

Increased capital flows into debt and equity markets would see 
credit spreads compress and asset prices rise. It will also drive 
further liquidity into the market, as investors rotate out of bonds, 
and further weaken the euro, which may drive some foreigners 
to see European real estate as cheap and buy on the basis of a 
currency play.

The ECB’s actions signal that interest rates will stay lower for 
longer, boosting confidence for businesses, consumers, and 
investors. A competitive euro will also help exports. 

All of this should lead to an increase in demand for floor space, 
which is supportive for property rental markets, driving stronger 
take-up levels, reductions in vacancy rates, and rises in rents.
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UK Real Estate and Bond Relationship Continues to Offer Value – Pricing Remains Historically Strong

Source: IPD UK Quarterly Property Index
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QE is also likely to keep down margins on commercial real estate 
loans. All-in borrowing costs are now some way below where 
they were at the peak of the market in 2006 and could fall further 
as margins compress, while increased liquidity looks set to 
support real estate pricing at lower yields.

Oil Price Collapse is Net Positive  
for Real Estate
The collapse in the price of oil – which has fallen by half since 
the summer of 2014 – is clearly a threat to global economic 
growth and some are concerned that falling oil prices is driving 
deflation in Europe that will become entrenched. 

But the majority of Europe’s commercial property markets are 
likely beneficiaries as all countries – except for Norway, Russia 
and Denmark – are net oil importers, so they will benefit from 
lower prices.

Lower oil prices represent an increase in real incomes which 
should support a recovery in consumer spending this year as 
well as reducing costs to businesses and in turn boosting profits. 
In this context, the region’s retail property sector is likely to 
benefit the most, leading to stronger rental growth.

One other potential impact relates to oil-rich sovereign wealth 
funds, which commonly finance their large-scale real estate 
acquisitions from surplus funds generated from oil revenues. 

Lower oil prices would lead to lower surpluses, or even deficits, 
which could temper future investment appetite while the shallow 
oil price persists.

Banking Liquidity for Real Estate Finance
The picture for banking liquidity for real estate finance is driven 
by a mixture of the macro influences described above and a trio 
of major regulatory requirements.

These are: 

• last October’s Asset Quality Review (AQR) process;

• the increasing focus on Basel III compliance; and

• the adoption of the ‘liquidity ratio’ metric, which will be 
mandatory for banks by 2018;

Together this cocktail of regulatory and macro factors are impacting 
on global capital flows, asset prices and lending appetites.

UK INSIGHT

Issue 1: May 2015Real Estate Finance



Ref: BTG 1355/05.15

One of the world’s largest specialist independent insolvency and restructuring alliances.  www.btgga.com
BTG Global Advisory is a worldwide association of independent professional services firms working to assist and advise declining and distressed businesses and their stakeholders. 
Neither BTG Global Advisory nor any member firms assume any responsibility for the activities, work, opinions or services of other member firms.
BTG Global Advisory Limited is a company limited by guarantee, registered in England No: 06050727. Registered Office: 340 Deansgate, Manchester, M3 4LY

3

UK INSIGHT

The AQRs, a comprehensive assessment of 130 European 
credit institutions to identify problem exposures with a view to 
strengthening banks’ balance sheets, established a universal 
definition of non-performing loans.

As a result, this identified an additional €52.8bn in real estate 
non-performing loans (NPL), taking the total real estate NPLs as 
of the end of 2013 to €371.1bn.

This is expected to lead to a raft of further loan portfolio sales in 
the coming years which will free up banks’ balance sheets and 
improve their Tier 1 capital ratios. In some instances, this could 
reignite banks’ capacity to write new commercial property loans. 

At the same time there is increasing focus on the need to be  
Basel III compliant – the phasing in of the higher capital 
requirements starts this year, and recently greater focus has been 
given to the ‘liquidity ratio’ which will be mandatory by 2018.

The liquidity ratio is a simple tool to track how leveraged a bank 
is, which is Tier 1 capital divided by face value of assets.

Basel III imposes a 3% minimum, the Fed has indicated this will 
be 6% for globally systematic important banks (GSIBs) and the 
ECB and Bank of England are likely to follow suit.

Such a target will be headache for the banking community, 
particularly in France and Germany. The net impact remains 
likely to be at best continued anaemic lending growth, if not 
outright decline.

Countering these issues faced by bank lenders, is the continued 
growth of alternative lenders, insurance companies and debt funds, 
which operate, by comparison, in a regulatory light environment.

In the first half of last year, insurers and debt funds accounted for 
nearly a quarter of the £19.6bn new commercial property lending 
in the UK, as measured by De Montfort Commercial Property 
Lending Report. 

Perhaps surprisingly, debt funds accounted for the same 
proportion of new lending as insurance companies, highlighting 
the structural diversification the UK property lending market.

This has been driven by the same mix of factors already discussed: 
investors’ global hunt for yield is prompting reallocations from fixed 
income into real estate – debt as well as equity.

Such is the weight of global capital that margins on senior and 
mezzanine debt remain under pressure – a trend which looks 
likely to continue given in a ‘second order’ effect from the ECB’s 
QE programme.

Into the Middle Distance: Ultra-low 
Interest Rates and ‘Brexit’
Into the medium term, the end of ultra-low interest rates would 
weigh upon the cost of financing for leveraged investors which 
in turn could impact transaction volumes. It is a matter of when 
rates go up, and what will become the ‘new normal’.

The Bank of England will certainly be first to raise rates, with 
ECB’s QE programme pushing out expectations to between 
March and August of 2016. 

For the European Central Bank, the medium term expectation is 
focused on a probable second round of QE after the 18-month 
€1.1bn programme completes in March 2016.

The likelihood of continued ultra-low interest rates cements 
the current ideal environment for borrowers to lock-in relatively 
cheap long-term financing, from the alternative lenders and  
bond markets. 

One final macro risk relates to the UK’s upcoming General Election. 
The UK’s future relationship with the European Union (EU) could 
become a major issue if the Conservative Party is re-elected.

David Cameron has promised to hold a referendum on the UK’s 
membership of the EU by the end of 2017 if he remains Prime 
Minister, which may create two years of uncertainty and unsettle 
investor confidence and global capital flows.

A ‘Brexit’ raises clear risks for trade and investment and, as a 
result, economic activity and jobs. Sterling would likely come 
under downward pressure and potentially negatively impact 
asset prices in the short term. There is certainly no shortage of 
macro issues to consider throughout the coming months. 
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