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How Will Lender Competition Shape the Private The heightened competition is encouraging

CRE Credit Landscape? increasingly borrower-friendly terms. While senior
lenders remain bound by conservative leverage and

With commercial real estate (CRE) transaction debt service constraints, junior and alternative debt

volumes still subdued, lender competition has emerged providers are offering greater flexibility to meet

as the defining feature of today’s private CRE credit borrower needs, creating a more dynamic lending

markets. A limited pipeline of deals is being met with environment, particularly for refinancing transactions

significant capital deployment pressure, particularly and recapitalizations, where demand continues to

from alternative lenders seeking to capture market build.

share (Exhibit 1). This imbalance is driving spreads
tighter and compressing returns, even as broader
economic uncertainty persists.

Although tighter spreads reduce headline yields, they
are also reinforcing liquidity in CRE debt markets. The
availability of capital is helping to stabilize pricing
expectations and support deal execution, laying the
groundwork for a rebound in transaction activity.

Exhibit 1: Capital Deployment Pressure
Global Real Estate Debt Fund Dry Powder ($US Billions)
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Dry powder refers predominantly to closed-end funds. “Other” refers to globally diversified funds and other unspecified funds.
Sources: Pregin, PGIM Real Estate. As of September 2025.
Forecasts are not guaranteed and may not be a reliable indicator of future results.
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While lender competition fosters a more
borrower-centric and liquid market, the resulting
spread compression and flexible terms may help
stabilize valuations and support deal execution,
potentially laying the foundation for a recovery in
transaction volumes. This could result in stronger
liquidity, enhanced refinancing capacity and a
more resilient market that may be better
positioned for long-term growth.

Does Germany’s Rising NPLs Signal an
Opportunity for Investors?

Germany’s non-performing loans (NPLs) rose from
€38 billion in 2023 to €46.6 billion in 2024, with
volumes projected to exceed €50 billion by 2025 and
€060 billion by 2026. The increase is most acute in
CRE, where the NPL ratio has climbed from 4.8% to
5.9%, reflecting valuation declines, refinancing
challenges and shifting demand in office and retail.!

While rising defaults highlight stress within the system,
they also unlock a deeper investment opportunity.
Regulatory measures, including the EBA's NPL
backstop and Germany’s new secondary loan market

law, are encouraging banks to accelerate portfolio
clean-ups.?

With traditional restructuring tools constrained, banks
are turning to disposals and structured solutions.
Instead of large portfolio sales, they increasingly favor
deal-by-deal transactions, creating direct access points
for alternative lenders and opportunistic capital.

For investors, this could translate into opportunities to
acquire distressed CRE debt at discounted prices as
banks prioritize capital preservation and de-risking
balance sheets. Furthermore, stabilizing valuations and
a maturing secondary market may provide greater
visibility on downside risk.

Today, Germany’s CRE market remains bank-
dominated, with lenders holding a 95% share.?
However, rising NPL pressures may accelerate a
structural shift toward non-bank financing, potentially
mirroring the UK, where banks account for only 60%
of the lending market (Exhibit 2). In this context, the
rise in NPLs is less a warning sign than a catalyst,
unlocking access to CRE debt and opening the way for
broader capital market involvement.

Exhibit 2: Rising NPL Pressures May Accelerate a Structural Shift Toward Non-Bank Financing
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Sources: BKS, Bayes Business School, PGIM Real Estate. As of September 2025.
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Forecasts are not guaranteed and may not be a reliable indicator of future results.

'NPL-Barometer Frihjahr 2025. Source: BKS (Bundesvereinigung Kreditankauf und Servicing).
2The German Secondary Credit Market Act (Kreditzweitmarktgesetz — KrZwMG) came into force on December 30, 2023. The law sets out new rules for the sale of non-

performing loans. Source: Bafin, Federal Financial Supervisory Authority.
3European CRE lending, H1 2025. Source: Bayes Business School.
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Important information

For Professional and Institutional Investors only. All investments involve risk, including the possible loss of capital. Past
performance and target returns are not a guarantee and may not be a reliable indicator of future results.

PGIM Real Estate is the real estate investment management business of PGIM, the principal asset management business of Prudential
Financial, Inc. (“PFI"), a company incorporated and with its principal place of business in the United States. PGIM is a trading name of
PGIM, Inc. and its global affiliates. PGIM, Inc. is an investment adviser registered with the U.S. Securities and Exchange Commission (the
“SEC”). Registration with the SEC does not imply a certain level of skill or training. PFI of the United States is not affiliated in any manner
with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in
the United Kingdom. Prudential, PGIM, their respective logos and the Rock symbol are service marks of PFl and its related entities,
registered in many jurisdictions worldwide. For more information, please visit pgimrealestate.com.

GENERAL/CONFLICTS OF INTEREST

These materials represent the views, opinions and recommendations of the author(s) regarding the economic conditions, asset classes,
securities, issuers or financial instruments referenced herein. Distribution of this information to any person other than the person to whom
it was originally delivered and to such person’s advisers is unauthorized, and any reproduction of these materials, in whole or in part, or
the divulgence of any of the contents hereof, without prior consent of PGIM Real Estate is prohibited. Certain information contained herein
has been obtained from sources that PGIM Real Estate believes to be reliable as of the date presented; however, PGIM Real Estate
cannot guarantee the accuracy of such information, assure its completeness, or warrant such information will not be changed. The
information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is subject to change
without notice. PGIM Real Estate has no obligation to update any or all of such information; nor do we make any express or implied
warranties or representations as to the completeness or accuracy or accept responsibility for errors.

These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial
instrument or any investment management services and should not be used as the basis for any investment decision. Past
performance is no guarantee or reliable indicator of future results. No liability whatsoever is accepted for any loss (whether
direct, indirect, or consequential) that may arise from any use of the information contained in or derived from this report. PGIM
Real Estate and its affiliates may make investment decisions that are inconsistent with the recommendations or views expressed
herein, including for proprietary accounts of PGIM Real Estate or its affiliates.

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not
intended as recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No
determination has been made regarding the suitability of any securities, financial instruments or strategies for particular clients or
prospects. For any securities or financial instruments mentioned herein, the recipient(s) of this report must make its own independent
decisions.
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Important information (continued)

Conflicts of Interest: Key research team staff may be participating voting members of certain PGIM Real Estate fund and/or product
investment committees with respect to decisions made on underlying investments or transactions. In addition, research personnel may
receive incentive compensation based upon the overall performance of the organization itself and certain investment funds or products.
At the date of issue, PGIM Real Estate and/or affiliates may be buying, selling, or holding significant positions in real estate, including
publicly traded real estate securities. PGIM Real Estate affiliates may develop and publish research that is independent of, and different
than, the recommendations contained herein. PGIM Real Estate personnel other than the author(s), such as sales, marketing and
trading personnel, may provide oral or written market commentary or ideas to PGIM Real Estate’s clients or prospects or proprietary
investment ideas that differ from the views expressed herein. Additional information regarding actual and potential conflicts of interest is
available in Part 2 of PGIM's Form ADV.

INFORMATIONAL PURPOSES

These materials are for informational or educational purposes. In providing these materials, PGIM (i) is not acting as your fiduciary and
is not giving advice in a fiduciary capacity and (i) is not undertaking to provide impartial investment advice as PGIM will receive
compensation for its investment management services.

These materials do not take into account the investment objectives or financial situation of any client or prospective clients. Clients
seeking information regarding their particular investment needs should contact their financial professional.

The information contained herein is provided on the basis and subject to the explanations, caveats and warnings set out in this notice
and elsewhere herein. Any discussion of risk management is intended to describe PGIM Real Estate’s efforts to monitor and manage
risk but does not imply low risk.

These materials do not purport to provide any legal, tax or accounting advice. These materials are not intended for distribution to or use
by any person in any jurisdiction where such distribution would be contrary to local law or regulation.

RISK FACTORS

Investments in commercial real estate and real estate-related entities are subject to various risks, including adverse changes in
domestic or international economic conditions, local market conditions and the financial conditions of tenants; changes in the number of
buyers and sellers of properties; increases in the availability of supply of property relative to demand; changes in availability of debt
financing; increases in interest rates, exchange rate fluctuations, the incidence of taxation on real estate, energy prices and other
operating expenses; changes in environmental laws and regulations, planning laws and other governmental rules and fiscal policies;
changes in the relative popularity of properties risks due to the dependence on cash flow; risks and operating problems arising out of the
presence of certain construction materials; and acts of God, uninsurable losses and other factors. As compared with other asset classes,
real estate is a relatively illiquid investment. Therefore, investors' withdrawal requests may not be satisfied for significant periods of time.
In addition, as recent experience has demonstrated, real estate is subject to long-term cyclical trends that give rise to significant
volatility in real estate values. An investor could lose some or all of its investment. Real estate investment trusts (REITs) may invest in
equity securities of issuers that are principally engaged in the real estate industry. Therefore, an investment in REITs is subject to certain
risks associated with the real estate industry and, more generally, the public markets.
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