The Global Real Estate Reckoning

Researched by Hey Lefty

Automated research briefings on topics you choose — heylefty.com

TL;DR

The global real estate reckoning is entering a highly divergent phase where localized structural weaknesses
are triggering sharp delinquency spikes despite pockets of domestic stabilization. In South Korea, minimal
developer equity has caused a massive second-wave delinquency surge across savings banks, while German
lenders are suffering heavy losses from legacy exposures to the distressed US office market. Meanwhile,
Sweden's compressed debt maturities are accelerating the transmission of interest rate pain directly to
corporate and household balance sheets.

Cross-Border Contagion Drags Down European Specialized Lenders

European property lenders with heavy concentrations in foreign commercial real estate are importing severe
balance-sheet distress even as their domestic markets show signs of recovery. As disclosed in a Reuters
report, Aareal Bank CEO Christian Ricken highlighted the strategic shift forced by these legacy international
exposures:

"We will remain active there but want to reduce U.S. office property loans faster than originally planned"” —
German Property Banks Squeezed by US Office Exposure

In contrast, domestic indicators published in a vdp / vdpResearch Joint Press Release show a resilient home
front:

"Property prices in Germany began 2026 with another moderate tailwind, thus consolidating the upward
trend observed the previous year." — German Property Banks Squeezed by US Office Exposure

This stark divergence reveals that the real rate-shock risk for European banks is not necessarily local, but
rather tied to legacy yield-chasing in highly distressed foreign commercial hubs. While Germany's domestic
property prices stabilized with a 2.2 percent year-on-year increase, specialty lenders like Deutsche
Pfandbriefbank have been forced to completely withdraw from the US after swinging to a 284 million euro net
loss, and Aareal Bank's net profit fell to 137 million euros German Property Banks Squeezed by US Office
Exposure.

What to watch: Whether other European specialty lenders are forced into similarly expensive, rapid retreats
from international commercial real estate markets as their legacy foreign office portfolios continue to
deteriorate.

South Korea's Real Estate Squeeze Mutates into a Non-Bank Delinquency
Surge

South Korea's highly leveraged real estate sector is entering a dangerous second phase of distress as project
finance failures spill over into massive delinquency spikes across non-bank savings institutions and



commercial banks. An analysis by the ASEAN+3 Macroeconomic Research Office (AMRO) outlines the
structural vulnerability that set this crisis in motion:

"Unlike advanced economies where developers typically contribute 30-40 percent equity to real estate PF
projects, Korean developers often inject as little as 5 percent or less of the total project cost, hence
financing the remainder through debt." — South Korea's Real Estate PF Crisis

According to financial disclosures reported by Aju Press, this thin capitalization is now destroying lender
balance sheets:

"SBI Savings Bank reported a delinquency rate of 17.88%, up 10.5 percentage points from 7.38% in the
same period last year..." — South Korea's Real Estate PF Crisis

The structural reliance on minimal developer equity has left South Korean real estate projects highly vulnerable
to higher-for-longer interest rates. This structural flaw has triggered a dramatic deterioration in non-bank
financial institutions, where SBI Savings Bank's delinquency rate surged to 17.88 percent, and Welcome
Savings Bank reached a staggering 43.61 percent delinquency rate South Korea's Real Estate PF Crisis.

What to watch: Whether the sharp rise in commercial banks' long-term overdue loans forces major institutions
to dramatically increase their loan-loss provisioning, dragging down sector-wide earnings.

Sweden's Compressing Debt Maturities Amplify Refinancing Pressures

Sweden's financial stability is increasingly threatened by shortening interest-rate fixation periods and
contracting debt maturities that leave both property developers and households highly exposed to sustained
rate pressures. In a press release accompanying the Financial Stability Report, Sveriges Riksbank noted:

"Property companies still have high debt and now have even shorter interest-rate fixation periods and debt
maturities." — Sweden's Structural Risks

The central bank also warned that this rate sensitivity extends directly to the consumer level:

"The household debt-to-income ratio has declined in recent years, but remains relatively high, while
households have short interest rate fixation periods.” — Sweden's Structural Risks

This directly extends our previous coverage of Swedish commercial real estate risks, demonstrating how the
transmission lag is actively compressing as maturities shorten. Because Swedish property players and
homeowners have historically relied on short-term rates, the lag between central bank hikes and balance
sheet distress is compressing rapidly. This vulnerability is forcing the central bank to maintain defensive capital
buffers—keeping its countercyclical capital buffer unchanged at 2.0 percent—while pleading with the
government for structural debt-to-income limits to prevent a wider household consumption collapse Sweden's
Structural Risks.

What to watch: Whether the Swedish parliament responds to the Riksbank's urgent warnings and implements
a formal debt-to-income limit for households.



What surprised us

» The extreme divergence between domestic stability and foreign asset contagion. German
residential property prices actually rose by 2.2% year-on-year in early 2026, yet its specialized property
banks are taking massive losses and retreating from the US market German Property Banks Squeezed
by US Office Exposure. This shows that a bank's survival depends more on its historical cross-border
yield-chasing than its local geography.

» The astronomical delinquency heights in South Korean shadow banking. While South Korea's
primary commercial banks are seeing a worrying 49.3% year-on-year jump in long-term overdue loans,
the non-bank sector is in freefall, with Welcome Savings Bank reporting a delinquency rate of 43.61%
South Korea's Real Estate PF Crisis. This massive disparity highlights how rapidly credit distress
concentrates in the unregulated or secondary lending markets.

» The sheer fragility of South Korea's developer equity model. Finding that Korean developers
typically put down 5% or less equity—compared to the 30% to 40% standard in other advanced
economies—explains why the project finance market collapsed so quickly under the weight of higher
rates South Korea's Real Estate PF Crisis. It was a house of cards built on pure debt.

Open threads worth a vote

« Sveriges Riksbank Financial Stability Report 2026:2 Release
» Bank of Korea H2 2026 Policy Rate Path



Appendix: Findings

German Property Banks Squeezed by US Office Exposure Amid Domestic
Stabilization

German Property Banks Squeezed by US Office
Exposure Amid Domestic Stabilization

German commercial real estate (CRE) lenders are experiencing a sharp divergence in 2026. While
the domestic German property market is showing clear signs of price stabilization, major property
banks are reporting substantial losses and profit declines driven by their legacy exposures to the
distressed United States office market.

US Commercial Property Turmoil Drags Down German
Lenders

Two of Germany's most prominent specialty property lenders—Deutsche Pfandbriefbank (pbb) and
Aareal Bank—reported significantly weakened financial results for 2025 (disclosed in March 2026),
heavily citing the ongoing crisis in US offices, characterized by high vacancy rates and falling
valuations.

* Deutsche Pfandbriefbank (pbb): Swung to a full-year net loss of €284 million ($329.33
million) for 2025, compared to a net profit of €90 million in 2024. In response to the persistent
drag, the bank announced its decision to completely withdraw from the US market.

» Aareal Bank: Reported a 23% decline in net profit to €137 million for 2025 (down from €179
million in 2024). The bank's non-performing loans (NPLs) stood at $1.1 billion, which were
predominantly tied to US office properties. Aareal took an additional €55 million in charges and
announced plans to accelerate its exit from the US.

Aareal Bank's leadership emphasized the need to pull back from the US office market:

"We will remain active there but want to reduce U.S. office property loans faster than originally
planned," said Aareal CEO Christian Ricken. — Reuters, March 5, 2026

Domestic German Pfandbrief Market Signals Recovery

In contrast to the severe pain in their US portfolios, German domestic property prices are
demonstrating moderate recovery, suggesting that the domestic banking system is not facing a
systemic real estate collapse.

According to a joint press release by the Association of German Pfandbrief Banks (vdp) and
vdpResearch published on May 11, 2026, German property prices advanced by 2.2% year-on-year



in Q1 2026. Residential properties recorded a 2.3% increase, while financed office properties rose
by 1.9% and retail properties rose by 1.5%.

Jens Tolckmitt, Chief Executive of the vdp, noted:

“Property prices in Germany began 2026 with another moderate tailwind, thus consolidating the
upward trend observed the previous year.” — vdp / vdpResearch Joint Press Release, May 11,
2026

Furthermore, rents under new leases in Germany grew by 3.0% year-on-year, and office rents rose
by 2.8%, showing that underlying tenant demand remains tight, particularly in residential
metropolitan areas (where prices in the top 7 cities rose by an average of 3.6%).

Strategic Implications for Investors

This divergence indicates that the "rate shock contagion" for European banks is highly dependent
on their cross-border asset allocations rather than local market dynamics. Lenders with
concentrated domestic loan books are protected by Germany’s structural housing shortage and
stabilizing commercial rents. However, specialty Pfandbrief banks that chased higher yields in US
commercial real estate during the low-rate era are now forced to digest massive loan-loss provisions
and execute costly, rapid retreats from international markets.

Sources
» U.S. commercial property turmoil weighs on German banks
» vdp Property Price Index: Property prices rise at start of 2026

South Korea's Real Estate PF Crisis and Second-Wave Savings Bank
Delinquencies

South Korea's Real Estate PF Crisis and
Second-Wave Savings Bank Delinquencies

South Korea’s highly leveraged real estate sector is experiencing a multi-stage credit squeeze
triggered by higher-for-longer interest rates. The crisis, which began as a liquidity crunch in
developer project financing (PF) loans, has evolved into a broader balance-sheet issue affecting
both non-bank financial institutions (NBFIs) and major commercial banks in 2026.

The Structural Vulnerability of Korean Real Estate PF

A structural weakness in South Korea's property development market is the extremely low equity
contribution of developers. According to the ASEAN+3 Macroeconomic Research Office (AMRO):

"Unlike advanced economies where developers typically contribute 30—-40 percent equity to real
estate PF projects, Korean developers often inject as little as 5 percent or less of the total project
cost, hence financing the remainder through debt." — AMRO Asia, June 2026



During the mid-2010s property boom, both commercial banks and NBFls aggressively expanded
their PF lending. By Q2 2024, Korea’s PF loans stood at KRW 132.2 trillion, with 63.5% held by
NBFIs (such as savings banks, credit cooperatives, and securities firms). When interest rates rose
and construction costs escalated starting in 2021, presale demand collapsed, leaving developers
with a massive inventory of unsold units. Savings banks, which targeted high-risk segments, saw
their non-performing loan (NPL) ratios surge from 3.4% at the end of 2021 to 11.5% in June 2024.

The 2026 "Second-Wave'" Non-Bank Delinquency Surge

While government-led restructuring packages in late 2024 and 2025 successfully resolved or
restructured about 30.9% of distressed PF and construction loans (amounting to KRW 6.5 trillion
out of KRW 20.9 trillion), a "second-wave" delinquency surge has emerged in 2026. This new wave
is driven by standard real estate loans to rental and development companies facing a stagnant
rental market and project delays.

According to financial disclosures from South Korea's top five savings banks on May 31, 2026:

"SBI Savings Bank reported a delinquency rate of 17.88%, up 10.5 percentage points from
7.38% in the same period last year... Korea Investment Savings Bank and OK Savings Bank also
experienced increases in delinquency rates, rising from 13.87% to 17.54% and from 14.10% to
17.03%, respectively." — Aju Press, May 31, 2026

Welcome Savings Bank maintained the highest delinquency rate at 43.61% in Q1 2026. While
construction and PF loan delinquency rates fell due to aggressive write-downs, the broader real
estate loan books of these mid-sized and large savings banks are deteriorating rapidly.

Commercial Banks Face Rising Long-Term Overdue Loans

The distress is no longer confined to non-bank lenders. South Korea’s five major commercial
banks—KB Kookmin, Shinhan, Hana, Woori, and NH NongHyup—are facing a sharp rise in
long-term overdue loans (unpaid for more than one year).

In Q1 2026, the combined balance of these long-term delinquent loans reached 1.0972 trillion won
(about $716.7 million), representing a 49.3% year-on-year jump from 734.9 billion won in Q1 2025,
and a more than quadruple increase compared to 261 billion won in 2024. NH NongHyup held the
largest share of these long-term overdue loans at 474.8 billion won.

Commercial bank officials indicate that the persistent weakness in the real estate market is the
primary driver of this deterioration:

"Distress pressure has continued for a long period in sectors such as construction and real estate
leasing because of the weak housing market." — UPI / Asia Today, June 3, 2026

The banking sector's corporate loan delinquency rate rose to 0.68% at the end of March 2026, up
from 0.62% a year earlier. This long-term delinquency surge threatens to increase bank provisioning
requirements significantly (requiring 50% provisioning for doubtful loans and 100% for estimated



losses overdue for more than a year), which is expected to weigh heavily on commercial bank
earnings as the Bank of Korea maintains a higher-for-longer policy stance.

Sources
+ Tackling Korea’s Real Estate Project Finance Challenges
» Savings Banks See Rising Delinquency Rates in Real Estate Loans
« South Korean banks face $716 million in long-overdue loans

Sweden's Structural Risks and Commercial Real Estate Vulnerability

Sweden's Structural Risks and Commercial Real
Estate Vulnerability

Sveriges Riksbank’s Financial Stability Report 2026:1, published on May 29, 2026, warns that
Sweden's financial system remains highly sensitive to higher-for-longer interest rates and
geopolitical risks. While the Swedish financial system has a favorable initial position and has coped
well so far, structural vulnerabilities in the banking system—specifically linked to international
dependencies and heavy exposure to the commercial property sector—remain a major source of
concern.

In particular, the central bank notes that Swedish property developers are facing shorter
interest-rate fixation periods and shorter debt maturities, which increases their refinancing risks in a
sluggish rental market.

"Property companies still have high debt and now have even shorter interest-rate fixation periods
and debt maturities. They are also challenged by a weak rental market and, in an adverse
scenario, they would risk having to take measures to refinance maturing loans and improve their
financial position." — Sveriges Riksbank Press Release, May 29, 2026

Furthermore, households are highly vulnerable to the interest rate path due to short fixation periods
on their mortgages. The Riksbank has urged the Government and the Riksdag to implement a new
income-based debt-to-income (DTI) limit to prevent unsustainable debt levels.

"The household debt-to-income ratio has declined in recent years, but remains relatively high,
while households have short interest rate fixation periods. In a scenario where inflation and
interest rates rise, households risk having to reduce their consumption, which would amplify a
downturn. It is important that the Government and the Riksdag introduce a new income-based
tool, such as a debt-to-income limit..." — Sveriges Riksbank Press Release, May 29, 2026

Despite these structural pressures, the Riksbank left the countercyclical capital buffer rate
unchanged at 2.0% in May 2026, citing limited cyclical systemic risk build-up as credit growth
remains subdued. However, the shortening of debt maturities and interest-rate fixation periods in the
commercial real estate (CRE) sector means that the lag between central bank rate hikes and actual



balance sheet distress is compressing, keeping Sweden at the forefront of global rate-contagion
watchlists.

Sources

» The war in the Middle East entails risks to financial stability



