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Six reasons institutional investors should 
consider adding debt to their portfolios 
 
 

1. Attractive risk-adjusted returns: In today’s environment, 
the combination of elevated interest rates and attractive 
credit spreads mean that real estate debt offers compelling 
returns relative to other fixed income alternatives. The 

potential for achieving these higher yields, while maintaining a relatively 
conservative risk profile, is appealing to institutional investors looking to 
mitigate risk. 

Real estate debt can offer different opportunities through the market 
cycle, with the ability to adjust advance rates during market downturns to 
minimize risk, while benefiting from cyclical recoveries. 
 

2. Stable and predictable income: An allocation to real 
estate debt may allow investors to enhance their portfolio 
income returns. The coupon-like nature of interest 
payments from borrowers can provide consistent and stable 

cash flows for investors, with a significant portion of the total return being 
achieved through income returns.  
 

3. Downside protection and capital preservation: Real estate debt offers the ability for 
investors to gain exposure to the same underlying real estate, but via a protected position in 
the capital structure, offering an often-significant equity cushion to buffer against potential 
value fluctuations.  

Careful structuring can further enhance downside protections; these investments are typically 
collateralized by the physical underlying property, providing security that differs to some other forms of 
fixed income investments. In a default event, active asset management is critical, and managers who have 
the expertise to step in and manage the underlying asset can further protect against potential losses and 
in some instances create upside value.  
 
Senior or unlevered whole loan lenders sit in the last-loss position, allowing investors to consider more 
actively managed business plans than they might be comfortable investing in via an equity commitment. 
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4. Diversification benefits: Real estate debt provides exposure to one of the largest 
segments of the real estate market, typically with lower volatility than real estate equity. And 
adding real estate debt to an institutional portfolio can enhance diversification, as it often 
has low correlation with traditional asset classes like stocks and bonds, which can help to 

improve overall risk-adjusted returns. 
 

5. Regulatory efficiency and opportunity: For insurance companies, real estate debt is 
treated favorably under Solvency II and other similar regimes, making it a capital-efficient 
way to deploy assets and capture attractive relative returns. Additionally, enhanced 
regulation has led to retrenchment by traditional bank lenders, creating opportunities for 

investors working with non-bank alternative lenders, such as institutionally managed debt funds. 
 

6. Inflation hedge: As inflation rises, so too do the interest rates central banks often use to 
combat it. Real estate debt investments, particularly those with floating-rate loans linked to 
central bank rates, can therefore offer some protection against inflation. 
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Important notice and disclaimer 
This publication does not constitute an offer to sell, or the solicitation of an offer to buy, any securities or any interests in any 
investment products advised by, or the advisory services of, LaSalle Investment Management (together with its global investment 
advisory affiliates, “LaSalle”). This publication has been prepared without regard to the specific investment objectives, financial 
situation or particular needs of recipients and under no circumstances is this publication on its own intended to be, or serve as, 
investment advice. The discussions set forth in this publication are intended for informational purposes only, do not constitute 
investment advice and are subject to correction, completion and amendment without notice. Further, nothing herein constitutes legal 
or tax advice. Prior to making any investment, an investor should consult with its own investment, accounting, legal and tax advisers to 
independently evaluate the risks, consequences and suitability of that investment. LaSalle has taken reasonable care to ensure that the 
information contained in this publication is accurate and has been obtained from reliable sources. Any opinions, forecasts, projections 
or other statements that are made in this publication are forward-looking statements. Although LaSalle believes that the expectations 
reflected in such forward-looking statements are reasonable, they do involve a number of assumptions, risks and uncertainties. 
Accordingly, LaSalle does not make any express or implied representation or warranty and no responsibility is accepted with respect 
to the adequacy, accuracy, completeness or reasonableness of the facts, opinions, estimates, forecasts, or other information set out in 
this publication or any further information, written or oral notice, or other document at any time supplied in connection with this 
publication. LaSalle does not undertake and is under no obligation to update or keep current the information or content contained in 
this publication for future events. LaSalle does not accept any liability in negligence or otherwise for any loss or damage suffered by 
any party resulting from reliance on this publication and nothing contained herein shall be relied upon as a promise or guarantee 
regarding any future events or performance. By accepting receipt of this publication, the recipient agrees not to distribute, offer or sell 
this publication or copies of it and agrees not to make use of the publication other than for its own general information purposes. 
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whether graphically, electronically, mechanically or otherwise howsoever, including without limitation photocopying and recording on 
magnetic tape, or included in any information store and/or retrieval system without prior written permission of LaSalle Investment 
Management. 


