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Seizing the moment

PAG’s Chris Gradel considers the expanding opportunities
for private real estate debt in APAC

Non-bank lenders are well-positioned
to emerge as crucial players in financ-
ing real estate in the Asia-Pacific re-
gion, as they capitalize on the conflu-
ence of economic growth, regulatory
changes and, more recently, spiking
interest rates. Chris Gradel, chief exec-
utive and co-founder of APAC-focused
alternative investment firm PAG, says
now is the time to take advantage of an
attractive risk-reward profile.

Non-bank lenders are

gaining traction in Asia-
Pacific. What factors are driving
the growth of the real estate
debt market in the region?
There are really three factors, one of
which is the macro situation. Asia-Pa-
cific accounts for 40 percent of global
GDP and has accounted for about 50
percent of global GDP growth over the
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past 10 years. It is a large region which
is growing fast, and the need for capital
is obviously growing as well.

Secondly, there is the global tight-
ening of banking regulations — which,
to a large extent, has really created this
private debt world. Since 2008, after
the global financial crisis, bank regula-
tion has only been going in one direc-
tion, and that has created the gap for
non-bank lenders.

We are seeing that in Asia as well
as in Europe and the US. A big part of
that is Basel III and IV, of which there
are many adopters in the region. But
local regulators have also implemented
their own restrictions on banks, which
has created a large and growing gap

that is being filled by private lenders.

And thirdly, there are cyclical fac-
tors. Outside of China and Japan, rates
have been going up, and that has in-
creased the cost of debt. Rates going
up has also created more stress and,
whenever there is stress, the banks tend
to pull back. Relative to the US and
Europe, banks account for a larger part
of the credit markets in Asia-Pacific, so
any pull back is acutely felt by borrow-
ers in the region.

From a pan-Asian

perspective, are private
real estate debt returns
attractive versus the risk taken?
Yes. It depends on the deal structure, of
course. There are good and bad deals
possible under all environments. But
overall, we are seeing a large and grow-
ing lending gap, and not a lot of players
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who can really compete.

In our target markets, we estimate
a $20 billion-$25 billion gap, creating
a growing need for non-bank credit.
At the same time, these are markets
where you really need to have strong
local teams and good on-the-ground
knowledge.

We are by most metrics the largest
private debt investor in Asia-Pacific.
We have over 100 people across 12 of-
fices in the region sourcing, executing
and monitoring private debt oppor-
tunities locally. That scale, combined
with the lending gap, creates an envi-
ronment where we can generate an at-
tractive risk-reward.

How does the risk-return

profile of real estate debt
in the region compare with
corporate debt?

There are two parts to private debt:
primary lending and distressed/special
situations. On the distressed side, both
corporate and real estate can throw up
good opportunities. Historically, going
back to previous crises, people includ-
ing ourselves made very good returns
from those opportunities. But there is
capped upside in real estate distressed
debt. And in corporate debt, tradition-
ally there has been higher return, albeit
with higher risk.

On the lending side, it is really
about the size of the gap from tradi-
tional lenders and then the amount of
capital focused on it. And there I think
the real estate opportunity is better
than corporate.

In terms of the amount of capital,
corporate private debt is far bigger
than real estate private debt. Global-
ly, there is probably four to five times

more capital for corporate than there is
for real estate.

It is similar in Asia-Pacific, but we
think the lending gap here is larger on
the real estate side, and there are few
non-bank lenders who can compete.
So, when we look at the terms you
can get on the real estate side, they are
more attractive.

For instance, in the senior space, it
is possible to generate mid- to high-
teen returns. On the corporate side,
you are probably looking a few points
lower than that.

In Asia-Pacific, which
markets present
opportunities and, conversely,
which ones may pose
challenges for investment?
We currently like Australia, New Zea-
land, Korea and India, in particular.

Singapore?

that does vary by market.

gone up.

in the senior space.

How have financing terms changed
in markets affected by rising interest
rates, such as South Korea, Australia and

We have seen rates go up in all markets except
China and Japan — and obviously lending rates have
gone up as well. But the spread is driven by the
supply of credit and the demand for that credit, and

In South Korea, rates have gone up. Historically
there has been a lot of liquidity in this market,
which has kept spreads quite low. Traditional
lenders had really captured most of the market. But
now, with a bit more stress, we are seeing banks
being more cautious, pulling back, and we see a
bit more of a lending gap appearing. Spreads are
starting to widen to more interesting levels for us.

Australia has a good-sized lending gap. Rates
have gone up and spreads have stayed fairly
constant. So overall, the rates you can charge have

Singapore is slightly different. There is a lot
of liquidity, so rates have gone up, but spreads are
very thin because there is a lot of traditional capital
available. In Singapore, there is not really much of
an opportunity for a non-traditional lender, at least
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The benefit of having a pan-Asia plat-
form is that we can pivot to different
markets depending on the opportunity
set. In India, for example, there have
been three key changes that have re-
cently made it much more interesting.

The first of those is the legal system.
The bankruptcy regime implemented
post-2017 has made the market much
more creditor-friendly. The law has
teeth and has also very much changed
borrower behavior.

Secondly, there is a large lending
gap currently. India is now the fast-
est-growing major economy in the
world, but bank lending has been flat,
mainly because the banks are very con-
servative. And thirdly, we think India
has probably one of the best macro sto-
ries in the world currently.

In Japan, the cost of capital is still
very low and we are not seeing so much
stress, so there isn’t so much on the dis-
tressed side. Japan is opportunistic, as
is Singapore.

In Hong Kong, there is some spill-
over from some of the problems in
China. There are some borrowers with
issues that are creating some rescue fi-
nancing type opportunities.

In China, we are playing opportun-
istically on the distressed side, looking
at dislocated property developer bonds
and opportunistic distressed situations.
On the primary lending side right now,
the developer defaults have been so
widespread that really most borrowers
are in balance sheet repair mode and
there are very few clean assets.

And then in Southeast Asia, we are
generally cautious, primarily because
the legal systems are a bit less credi-
tor-friendly at this stage.

When underwriting debt,

have you been more
cautious on sectors like office?
Most of our activity has been on the res-
idential side, where we feel it is easier
to underwrite the asset values. We have
been generally cautious on commercial
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“In the senior space, it
is possible to generate
mid- to high-teen

returns”

“These are markets
where you really
need to have strong
local teams and
good on-the-ground
knowledge”

real estate. Having said that, there are
office markets around the region which
are pretty strong.

In Korea, for example, the Seoul
market has slightly over 1 percent
vacancy; there is a real lack of sup-
ply. That is why I say we must take
things on a case-by-case basis. Gen-
erally, though, we have been cautious
on assets valued on a cap-rate basis
— particularly office, where both rent
occupancy and rates can result in big
moves in valuations.

How have you seen the

space changing across
market cycles?
PAG has been active since 2004 in the
private debt space and we have invest-
ed over $40 billion in Asia-Pacific pri-
vate debt. I think the biggest change
we have seen has been the regulatory
environment. Bank regulation has his-
torically been good for our business,
and it doesn’t look like that is going to
dramatically change.

Basel IV — or Basel III Endgame,
as some people call it — has generated
some pushback, so we will see whether
that has much impact on slowing regu-
lation. But even Basel III, as it stands,
created a lot of room for the private
debt business to really develop.

The competitive landscape has also
changed. Leading up to 2008, a lot of
our strongest competitors were the
prop desks at the banks, which obvi-
ously disappeared after the global fi-
nancial crisis. We still see hedge funds
come in, play a bit in the private debt
space, sometimes get burned and then
exit again.

You then have global funds, es-
pecially US funds, which come and
go. But this is a market where you
need to be on the ground for the long
term, as I have said. You need to in-
vest in the infrastructure, in the mar-
ket, in the relationships to play these
markets properly. I think that is very
important.



