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•  Loan Size. Different lenders compete in different parts of  
the market, with pricing often lower for larger loans because 
of the economies of scale involved in underwriting and 
originating such loans. Also, larger loans are usually floating  
rate, while smaller loans are often offered at fixed rates. 
Multi-billion dollar lending vehicles tend to focus on loans 
of $20+ million and they often prefer $40+ million loans. 
Loans of $5–$20 million tend to attract their own lenders 
whose funds may be in the hundreds of millions. Within 
this grouping there are many lenders who prefer $10+ 
million loans and others who usually stay below $10 
million. Loans under $5 million attract their own group 
of lenders — usually local and regional companies rather 
than national ones. Finally, the market for loans under $1 
million tends to be occupied by mortgage brokers who 
work with affluent individual investors, matching each loan 
with one or more investors.

•  Loan Maturity. Bridge loans of 12–24 months attract a 
dedicated group of lenders who are set up to handle a 
large volume of transactions with relatively quick payoffs.  
These lenders tend to hold loans on balance sheet until 
maturity and often service the loans they originate, 
because securitization makes more sense for loans that 
will be outstanding for several years. Bridge lenders often 
market themselves as being able to close quickly, usually 
in under 30 days. Certain bridge lenders offer to close in 
7–10 days, in order to justify higher rates or origination 
fees. Many bridge lenders focus on the as-is value of the 
collateral, and probably won’t require that the asset be 
able to cover debt service. Other lenders offer maturities 
of 2–5 years, featuring lower rates. Often these lenders 
require enough income in place at the time of closing to 
cover debt service. These loans on “transitional assets” 
are attractive when the business plan for the property will 
take time to implement, such as if some leases will not roll 
over until 2–3 years from the time of funding.

•  Specialty Lenders. Some lenders focus on a particular  
asset type, such as single family homes. Within this 
category there are sub-specialties including fix-and-flip 
lenders (which was the original focus of Arixa Capital, the 
author’s company), rental houses (for example, B2R which 
is owned by Blackstone Group) and construction lending 
on for-sale housing. Other specialties include hospitality, 
senior assisted living and even cannabis-related properties.

The decade since the financial crisis has been challenging  
for our nation overall, but it has been a fertile period for  
non-bank real estate lenders. The great majority of Americans 
were angered by what they saw as reckless and sometimes 
cynical behavior by both commercial and investment banks 
who profited immensely from lax lending practices, and 
then needed taxpayer bailouts to avoid bankruptcy. As a 
result, Congress passed new rules, mostly generated from 
the Dodd-Frank Act, that greatly restricted bank lending to 
real estate investors and developers of any kind.

A new wave of non-bank lenders sprang up to fill the void. 
This includes start-up lending funds, some of which have 
grown to have billion-dollar balance sheets, as well as the 
most established real estate private equity firms, most of 
whom have launched non-bank lending programs of one 
kind or another.

But with the changes in Congress and the Administration, it 
now seems likely that the pendulum will swing back toward 
less restrictive bank regulation.

This article examines three topics:

(1) What is the state of non-bank real estate lending today?;

(2)  What factors have allowed this industry to grow and 
thrive?; and

(3)  How are non-bank lenders likely to evolve in the  
years ahead?

Non-Bank Real Estate Lending Today
In the past, there was a clear distinction between institutional 
lenders on one hand — including banks and insurance  
companies — and private or hard money lenders on the 
other. The gap between the two worlds was wide, in terms 
of both pricing and standards of professionalism.

Today, non-bank lending covers a wide range of loan types 
and sizes. Pricing in some cases is very competitive with 
bank pricing. The “hard money” niche still exists but the 
space in between hard money and institutional lending has 
filled in with hundreds of lenders offering every type of loan. 
These lenders tend to break down into a number of groupings 
based on factors which include the following:
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to the special regulatory burden that rightly accompanies 
being a public utility guaranteed by taxpayers. Non-bank 
lenders usually charge higher interest rates than banks — 
sometimes significantly higher — however they also perform 
a valuable service for borrowers. They free the borrower 
from needing to deal with a highly regulated lender, which 
saves the borrower a great deal of work. Just as banks need 
a lot of extra compliance employees to make sure the bank 
will pass regulator’s inspections and audits successfully, 
real estate investors and borrowers who deal with banks 
essentially take on some of this burden in the form of extra 
employees whose main job is to provide banks with all the 
documentation and other requests they need every week.

Non-bank lenders enjoy lighter regulation than banks because 
they have no deposits and no government insurance. If a 
non-bank lender loses 100% of its investment in a portfolio 
of loans, the investors in that lender will lose their principal.  
But such investors are typically sophisticated wealthy 
individuals and partnerships who have been made aware 
through SEC-mandated offering documents of the risks  
associated with investing in a non-bank lending vehicle.

Future Trends Among Non-bank Lenders
In the coming years, it is likely that the trends since the 
financial crisis will continue. Some of those trends include 
the following:

The volume of non-bank lending will grow. In California the 
Department of Business Oversight tracks mortgage lending 
by non-banks. They report that licensed lenders originated 
537,757 mortgages in 2015, up 47.3 percent from 2014’s 
total of 365,045. The aggregate principal for mortgages 
originated in 2015 grew 56.7 percent from 2014, to $179.3 
billion from $114.4 billion. Expect this trend to continue and 
to be mirrored across the U.S.

Non-bank lenders will continue to become more  
professionalized. As many lenders approach or surpass the 
billion dollar mark, they are adding all sorts of highly refined 
services. This may include technology designed to make 
borrowers’ lives easier, or simply better training for their 
employees. The coming years are likely to produce — for the 
first time in recent memory — nationwide brands offering 
bridge loans to real estate investors and developers.

Traditional hard money lenders will fade as fund-based 
non-bank lenders grow. Hard money used to consist of 
brokers who matched real estate owners and investors 
needing quick funding with investors wanting a good return 
on their money. Increasingly, the model of matching loans 
with investors is giving way to debt funds who charge less, 
offer more transparency on pricing, and who have a lot 
more capital available to put to work.

Increasingly non-bank lenders will compete on pricing 
with banks. As leverage becomes more available to real  
estate lending funds — often at attractive rates — these 
funds can price their loans closer and closer to bank rates. 
This is already true for larger sized bridge loans in the many 
tens of millions of dollars. As interest rates rise and bank 
lending rates increase, expect to see a convergence of 
rates between bank and non-bank lenders on smaller  
balance loans as well. 

What Factors Have Allowed Non-Bank  
Lenders to Thrive?
The most successful non-bank lenders today often have an  
entrepreneurial culture and a “can-do” attitude. They embrace 
short deadlines and try to solve problems to get loans 
closed, rather than focusing on meeting strict and arbitrary 
lending criteria. This, in short, is why they are thriving and 
taking market share away from banks which rarely have an 
entrepreneurial approach to lending.

To understand today’s lending landscape, it helps to start 
with a simple question: what advantage do banks have as 
real estate lenders in the first place? The answer is, they 
have a very low cost of capital because of deposits from 
individuals and businesses on which they pay under 1%  
interest per year. To avoid “runs on the banks,” such as 
those during the Great Depression, these deposits are 
insured against any losses by the FDIC. In other words, we 
the taxpayers are guaranteeing that even if a bank fails, 
depositors won’t lose money. In the financial crisis, the 
Troubled Asset Relief Program invested $700 billion to  
prop up bank balance sheets.

Banks’ very low cost of capital comes with strings attached. 
You and I as taxpayers have an interest in not seeing banks 
pursue risky investments. Otherwise, bank executives could 
make huge profits most of the time, pursuing more aggres-
sive investments, and then walk away from the rubble when 
their banks failed every time a crisis emerged, leaving tax-
payers to foot the bill. This is exactly what most Americans 
believe banks did before and during the financial crisis.

This perception — whether it is true or not — has weakened 
the fabric of our society in meaningful ways. Consider the 
anger on the part of most citizens against the “1%”, against 
commercial and investment banks, and against other elites. 
It is impossible to imagine the uprising by outsiders against 
insiders that brought Donald Trump to power without  
the backdrop of the financial crisis and the deep-seated 
resentment about perceived unfairness built into our  
economic system.

It would be simple to say that non-bank lenders have thrived 
because of excessive bank regulation after the financial 
crisis. However, this view misses the larger point. The bank 
regulation after the financial crisis was a reaction to the fact  
that taxpayers really are footing the bill for any future bank 
bailouts. “Too big to fail” means that large banks are basically  
utilities, too important to our economy to be allowed to fail. 
Smaller banks may be allowed to fail, but the FDIC — and 
ultimately taxpayers like you and me — must still pay up if the 
FDIC ever became insolvent. Free markets function well most  
of the time, but our society already has major, unavoidable  
areas of government intervention. It wouldn’t be fair to 
give banks special protection without requiring something 
substantial in return. In the case of banks, that something 
is strict monitoring of banks’ balance sheets and lending 
activities, and penalties in the form of increased capital 
requirements for those banks who choose to make loans 
with higher risk.

Non-bank lenders have thrived because they are free to 
provide exactly what their borrowers require, without regard 


