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Any discussion about Euro-
pean private debt inevita-
bly comes with a certain 
amount of uncertainty: 
uncertainty about the cycle, 
uncertainty about politics 
and uncertainty about dis-
ruption. To be clear, this is 
not necessarily a bad thing, 
nor is it unique to this region 
or point in time. There will 
always be uncertainty. 

However, one could 
argue that this sense of being 
unsure about the future is 
more significant today. We have just come off 
the back of a record-breaking fundraising year, 
and are perhaps – depending on who you talk 
to – a year or so from the next crisis. In many 
ways, this feeling of uncertainty is refreshing. 
After all, the last financial crisis was not the 
result of an over-abundance of caution. 

Our European roundtable (p. 14) serves a 
good barometer for sentiment in the market. 
There is no panic yet, but many in the market 
carry enough scars from the last crisis that 
they are all too aware of the warning signs. 
Cov-lite deals and loose terms are a peren-
nial concern in an over-heated market but are 
not the only challenges facing the industry. 
For example, industry participants are now 
seeing the potential pitfalls that come with 
EBITDA adjustments. The European market 
is also acutely aware of the broader political 
risk that comes with Brexit, Italy and global 
trade conflict. 

But while it pays to be aware of the poten-
tial black swans and curve balls, it is hard to 
ignore how far the European market has come, 
its ability to weather volatility and its long-
term prospects. Our two sponsored interviews 
with Pemberton AM managing partner Symon 

Drake-Brockman and 
Brown Brothers Harriman 
vice-president Andrew 
Ritchie (p. 8 and p. 26, 
respectively) illustrate 
how diverse the market 
has become.  

Meanwhile, the round-
table discussion on benign 
regulatory environments 
and an increasingly varied 
and sophisticated investor 
bas reminds us that while 
there are many uncertain-
ties to be worried about, 

there are an equal amount of certainties to be 
confident about.  

Enjoy the report

Andrew Woodman
Special Projects Editor

Known unknowns
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The top debt stories reported by PDI over the last 12 months 

A year in Europe 

NEWS

TWO-MINUTE ROUND-UP

Hermes partners with local banks for European lending fund

CIFC opens London office and 
hires European fundraiser

Apollo debuts debt-equity vehicle 
focused on Europe, North America

Hermes Investment Management launched a European direct lending fund as a 
follow up to its 2016 UK-focused vehicle. The Hermes European Direct Lending 
Fund is managed by Patrick Marshall, head of private debt and CLOs at the asset 
manager. The fundraising target was not disclosed. The fund offers access to 
senior-secured loans to mid-market businesses in the UK and Europe, focusing 
on Scandinavia, Germany, Benelux and Ireland. Hermes originates deals via its co-
lending partnerships with Danske Bank, DZ Bank and KBC Bank, as well as through 
its existing origination agreement with Royal Bank of Scotland in the UK.

New York-based credit manager 
CIFC opened a London office and 
hired Joshua Hughes to head its 
European fundraising. Hughes 
previously served as head of global 
distribution at Muzinich & Co. Prior to 
that he was a relationship manager 
for Raiffeisen Zentral Osterreich. As 
head of European marketing for 
CIFC, Hughes focuses on fundraising 
efforts in the UK and across Europe 
as the firm establishes a European 
investment platform. 

Apollo Global Management is seeking 
$3 billion for its debt-and-equity hybrid 
vehicle. Meeting materials from the 
Teachers’ Retirement System of Louisiana 
showed that the New York-based 
alternatives giant’s Apollo Hybrid Value 
Fund is targeting companies in North 
America and Europe with enterprise 
values of $750 million-$2.5 billion. The 
retirement plan pledged $75 million to 
the vehicle.  The fund is targeting capital 
solutions, or senior and subordinated 
loans, that often will have equity upside 
via warrants or participation rights; non-
control investments in financially stressed 
or distressed businesses; and structured 
equity. The fund is targeting 30-40 
investments with an expected hold period 
of three to five years. 

OCTOBER 2017 MAY 2018 JUNE

Apollo European NPL fund launches €1bn JV with Palmira

Apollo Global Management and Palmira Capital Partners teamed up to form 
a joint venture to invest in logistics facilities across Europe. The partnership 
is deploying €1 billion in core and future core assets in Germany, Benelux, 
central and eastern Europe, France, Spain and Portugal. Investment 
transactions are sourced and negotiated by Palmira. Apollo’s main role is to 
provide the funding. According to a source, the average deal size for the JV 
could be as much €80 million. Frankfurt-based Palmira, a real estate asset 
manager specialising in logistics properties, launched a similar partnership 
with Henderson Property in January 2013.



November 2018 | The PDI Europe Report 5

NEWS

ICG raises €3.7bn for seventh Europe fund

Ares closes European direct lending 
fund on €6.5bn hard-cap

BlackRock closes European mid-market fund on €1.1bn

ICG raised €3.7 billion for its seventh Europe fund, 
surpassing its previous €3 billion vehicle and closing 
in on its €4 billion target.  Fund VII has a higher fee 
rate than its predecessor, charging fees on committed 
capital, resulting in an immediate increase in ICG profits. 
The fundraising raised total AUM by 15 percent to 
€32.9 billion, while third-party fee-earning AUM was up 
20 percent to €25.2 billion. In July, ICG’s CEO Benoit 
Durteste, said: “As anticipated, the new financial year has 
started strongly with AUM breaking €30 billion driven 
by fundraising for Europe Fund VII which is currently 
48 percent larger than its predecessor fund. The size of 
the fund demonstrates our ability to scale our proven 
strategies.”

Ares Management held a final close of its 
fourth European direct lending fund at 
its hard-cap of €6.5 billion. Ares Capital 
Europe IV is the largest European direct 
lending fund raised so far, according to 
Ares, and was significantly oversubscribed 
relative to its initial €4.5 billion hard-cap. 
Including leverage, the fund will have 
approximately €10 billion to invest. A total 
of 125 investors committed to the fund 
including 59 new to Ares. Approximately 
70 percent of commitments came from 
existing Ares investors. The firm will 
continue to focus on a broad range of 
target companies with  €10 million- 
€75 million in EBITDA. 

BlackRock closed its European Middle Market Private Debt Fund on  
€1.1 billion, complemented by several separate accounts. The final close 
was above the fund’s €750 million initial target and, alongside separate 
accounts for some investors, brought the total assets available to the strategy 
to €1.8 billion. BlackRock said the fund saw strong demand from institutional 
investors, with about 50 investors globally, including insurers, pension plans, 
foundations, endowments and family offices. As of July, the fund had invested 
approximately 30 percent of its capital commitments since the first close 
across eight investments. 

JULY AUGUST

LGT European Capital raises $726m for latest debt fund

LGT European Capital raised almost $726 million for its second 
private debt fund. Crown European Private Debt II is registered 
in Luxembourg and began fundraising in December 2017, 
according to a Securities and Exchange Commission filing. LGT 
European Capital was created in June 2017 when Switzerland-
based asset manager LGT Capital Partners acquired debt 
specialist European Capital. The target for the fund is unknown, 
but it is already larger than the $575 million sought for its 
previous vehicle. The SEC filing showed the fund currently had 
37 investors. The predecessor fund raised a total of €474.5 
million by the time of its final close in April 2016.
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…BUT IT IS GETTING HARDER TO STAND OUT
The ability to be flexible and offer diver-
sity has long been a virtue in the private 
debt industry and was a major theme of 
this report last year. Little has changed in 
that regard. If anything, the case for dif-
ferentiation is stronger as the European 
market matures. There are two factors 
behind this. Firstly, more mangers have 
entered the market, so standing out from 
your competitors is harder. Secondly, 
more and more money is gravitating 
towards the biggest players every year. 

Limited partners, especially the inexpe-
rienced ones coming into the market, put 
a lot of value in track record and brand 
name. So, unless general partners can 
count themselves among the market lead-
ers, they need to work to set themselves 
apart. On p. 26, Andrew Ritchie notes 
managers are increasingly differentiating 
on cost, speed and flexibility. At the same 
time, investors do not like volatility, so 
strong risk and credit management is also 
a key characteristic.  

OVERVIEW

5 things you need to know 
about European debt

ANALYSIS 

MORE INVESTORS ARE LOOKING TO EUROPE… 

The private debt investor universe has 
expanded in recent years as investors have 
formalised their allocations. Increasingly, it 
is treated as an asset class in its own right 
and not merely as an odd hybrid of fixed 
income and alternatives. The community 
is also expanding in terms of geography. 
While European investors – being close to 
the source – have traditionally accounted 
for a large share of commitments in the 
region, some US investors are also keen to 
bolster their exposure. A recent qualitative 
survey held at the PDI New York Forum 
revealed 25 percent of investors attending 
the event plan to increase their allocation. 
However, there are still a few hurdles to 
jump before many US investors decide to 
fully commit (see p. 38). Asian investors, 
though they account for a relatively small 
piece of the limited partners pie, could yet a 

have a bigger role to play. Symon Drake-
Brockman, a managing partner at Pem-
berton AM, notes on p. 8 that Asian inves-
tors, attracted by currency hedging and a 
relatively immature market, are increasingly 

drawn to the region. With titans like Japan’s 
Government Pension Investment Fund and 
Singapore’s GIC among them, even a small 
increase in Asian allocations would mean a 
lot more capital to play with. 

The asset class is at an important junction in its history, both in terms of its growth 
trajectory and the external pressures it faces. Here are the top themes
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SPECIAL SITUATIONS ARE GAINING TRACTION
Senior debt still remains a dominant strat-
egy in European private debt, and PDI’s 
data on fundraising and funds in market 
bear that out. That said, distressed, special 
situations and subordinated debt strate-
gies are growing in importance. Private 
debt funds are looking to raise approxi-
mately $24.4 billion across these strategies. 
There is LP appetite for it too. Private 
debt investors are increasingly sophisti-
cated and have previous experience in 
private equity. As such, they are more 
willing to look at distressed debt, special 
situations, and other investments that 

might be further down the capital stack. 
There is also the matter of where we are 
in the cycle. Pemberton’s Drake-Brockman 
points out distressed players have already 
started to market quite heavily in the US 
in anticipation of a slowdown. For Europe, 
that may be a couple more years down the 
line, especially if interest rates are slow to 
rise. Nevertheless, investors are thinking 
about putting money towards distressed 
in anticipation of future opportunities. 
However, few can confidently predict the 
macroeconomic environment, especially 
in such a politically volatile time. 

POLITICS LOOMS LARGER…  

The ‘B-word’ has dominated European 
discourse to such an extent over the past 
two years that one even tires of saying 
the word. Indeed, last year’s European 
report avoided the topic where possible 
to demonstrate that the UK’s exit from 
the EU was not the be-all-and-end-all 
for European private debt – and it isn’t. 
That said, with a very possible “no-deal” 
a mere four months away, it has become 
the elephant in the room that must be 
addressed. The consensus seems to be that 
the event will have negatives and positives 

for managers depending on how they 
exploit the opportunity. In our roundta-
ble, Christopher Bone, Partners Group’s 
head of European debt notes: “We are 
looking to see where macro risk as led to 
mispricing. Of course, you do have to avoid 
getting caught in the middle of the storm 
in March.”  After March, other political 
confrontations – namely tension between 
the EU and Italy’s administration (see p. 
30), plus external threats from ongoing 
trades disputes – may have an even bigger 
impact on Europe.

…AND SO DOES TECHNOLOGY 
In the fullness of time, technology may 
prove to be a bigger disruptor than poli-
tics. LPs are more sophisticated, but they 
are also more discriminating. This is true 
in terms of the type of information they 
expect and how they access it. Partners 
Group’s Bone notes that investors want to 
see things like pricing and leverage in real-
time on their mobile devices. “Technology 

risk is a black swan and [investors] are 
very keen to know how technology is 
impacting portfolio companies.”

It is in this area that smaller European 
managers may be at a disadvantage. But, 
as many have already pointed out, having 
the best system to extract data does not 
always guarantee a manager will be the 
best user of that data.  n

ANALYSIS 



November 2018 | The PDI Europe Report  8

FEATURE 

INVESTMENT STRATEGY

Q How has your investor base changed 

over the years? Are you seeing new 

types of investors entering Europe?

If you look at the European market, I think 
we have seen an ongoing movement of 
allocations into private debt. Most of 
the large institutional pension funds and 
insurance groups have formalised allo-
cations towards private debt and have 
started to execute investments into the 
asset class. It has been a growing trend 
over the last five years. 

Asian investors have become more 
interested in Europe versus the US, mainly 
because of the hedging costs that come 
with changing dollars back into the local 
currency. There is also a feeling that the 
US is much later in the credit cycle and 
therefore Europe still looks to be several 
years behind the US. So, between the cur-
rency hedging and economic environment 
in Europe, a lot of Asian investors have 
started to move allocations into Europe. 

Q Do you expect demand for senior debt 

in Europe to remain strong? 

I think senior debt is still by far the most 
active part of the market. You are seeing 
investors coming out of potential high-yield 
and bank loans and moving into senior 
secured mid-market loans. Obviously, some 
of the well-known distressed players have 
started to market quite heavily to investors 
around the world, particularly focused on 
a potential slowdown in the US. 

As it now looks like we are in the later 
stages of the credit cycle, investors are think-
ing about putting money into distress funds 
to take advantage of opportunities that may 
come up over the next couple of years.  A lot 
of the investors I speak to are more focused 
on this in the US market where the rise 
in interest rates is going to put a lot more 
pressure on debt servicing in mid-market 
companies.  The interest cost has risen quite 
a bit and therefore some of those companies 
may struggle because they were relatively 

highly geared. I think in Europe the risk on 
debt servicing cost is still very benign, with 
limited opportunities on the distressed side 
because rates are so low that debt servicing 
for mid-market companies is still modest. It 
looks like rates will be slow to rise in Europe 
over the next several years. 

Q Do you think the amount of dry powder 

in the market is causing managers to 

diversify their strategy into niche areas?

Although a lot of people talk about dry 
powder, the amount of dry powder on 
the debt side is modest compared to the 
amount of dry powder on the private 
equity side. There is still a lot of M&A activ-
ity going on in Europe.  We have seen an 
increase of M&A in markets that have been 
historically quiet, such as Germany, where 
there has been an uptick in private equity 
deals and therefore a big pick up in the 
volume of private debt deals. You can pretty 
much see that across the whole of Europe.

Strength in diversity 
Symon Drake-Brockman, managing partner at Pemberton AM, explains that, in the late 
stages of the credit cycle, a successful strategy in a maturing market may depend on an 
ability to invest across markets
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The issue is that the private debt market 
is becoming more mature. If you look at 
the volume of traffic, there are probably 
10 or 12 firms in Europe that are doing 
two-thirds of the deals. The deal volume 
is getting more concentrated into the 
hands of a small number of larger play-
ers which includes ourselves. I think that’s 
pretty similar to the banking market where 
there used to be 40 leveraged finance banks 
across Europe, and the top 10 did two-
thirds of the volume. That is an inevitable 
occurrence in markets as they develop. 

To me, the critically important part is 
to a have a truly pan-European platform 
where you can be drawing transactions out 
of all of the key markets without being reli-
ant on any one market. If you have got the 
footprint, you can be doing less competi-
tive deals in other markets when individual 
markets become slightly overheated. 

Q What role do non-sponsored deals have 

in a diverse European-strategy given 

where we are in the cycle?

If you look at the information coming 
through some of the advisory firms, non-
sponsored deals are around 20 percent of 
the market at the moment. About 30 percent 
of our deals are non-sponsored, and I think 
there’s a growing acceptance and familiar-
ity with private debt funds among private 
companies. There is a certain attraction for 
those private companies to get longer-term 
financing because the banks prefer to do 
more five-year-amortising-type structures. 

Because of the maturity of the indus-
try, private debt funds are becoming better 
known in each of the domestic markets. Many 
of the advisors talking to private companies 
are becoming much more familiar with pri-
vate debt funds and starting to recommend 
funds over the historical relationships with 
the national banks. There is a gradual, on-
going evolution of increased opportunities in 
the non-sponsored part of the market, just at 
a much slower pace to private equity. 

Q How much of your portfolio is composed 

of UK private debt and what impact do 

you think Brexit will have on this?

I think it is hard to predict the final eco-
nomic impact of Brexit because it heav-
ily relies on what the deal is with Europe.  
There are myriad of views on what the free 
trade agreement will be and what access 
there will be to European markets. The UK 
market is 20-25 percent of the core Euro-
pean market GDP and our fund reflects 
that. We are around 25 percent invested 
in the UK and 75 percent invested in 
continental Europe.  We think that fairly 
reflects the GDP importance of the dif-
ferent regions and it means that, although 
the UK in volume is 40-50 percent of the 
market, we can be very selective of the 
UK by keeping the portfolio at around 25 
percent. 

We look at companies that we feel are 

very recession-proof, where the implica-
tion of a no-deal Brexit will have a modest 
impact on the overall outcome of the busi-
ness. I think investors, particularly Euro-
pean investors, are nervous about the UK 
and what the implications could be. We 
have been very focused on being modestly 
exposed to the UK market – and by having 
our offices in Paris, Frankfurt, Milan and 
Madrid, and opening two new offices this 
year – this has given us tremendous access 
to deals across Europe. This means we are 
not reliant on UK dealflow to be able to 
deploy capital. 

Q Which other jurisdictions in Europe do 

you expect to be more focused on? 

I think the part of Europe that has been less 
active in private debt up until now has been 
the Nordics. The Nordic banking system has 
been very robust post-2008 and the banks 
have been very competitive on the pricing 
of deals. In the last 12 months or so we 
have started to see more opportunities for 
private debt funds, where they can come in 
and provide term financing and the banks 
want to do shorter amortising.  The region 
has been the slowest to adopt but it is now 
showing signs of more activity. In Spain, 
where the Spanish banks have been very 
competitive, we are also now starting to see 
more opportunities and more M&A activity. 

As Europe continues to grow, the 
percentage of private equity deals being 
done in Europe will grow substantially 
and therefore the UK’s percentage of the 
total market will continue to decline. That 
is not just because of economic issues, but 
it is more that we are seeing demograph-
ics coming into countries like Germany 
where family-owned businesses are selling 
to private equity firms where historically 
they would have been passed down to the 
next generation. Owners of these compa-
nies do not necessarily want their children 
to take over and so are looking to partner 
with private equity firms.  n

FEATURE 

“I THINK IN EUROPE THE 
RISK ON DEBT SERVICING 
COST IS STILL VERY 
BENIGN, WITH LIMITED 
OPPORTUNITIES ON THE 
DISTRESSED SIDE BECAUSE 
RATES ARE SO LOW THAT 
DEBT SERVICING FOR  
MID-MARKET COMPANIES  
IS STILL MODEST”
Symon Drake-Brockman 
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UK 

A Brexit deal acceptable to all par-
ties may appear a dim prospect, 
but analysts continue to hold out 

hope that some form of agreement will 
be reached – however rudimentary the 
shape of it may be. 

Yet with talk of a hard Brexit mounting 
as the seemingly intractable issue of the 
Northern Ireland border holds up a back-
stop agreement, risks are mounting. Eco-
nomically, these are significant: leaked UK 
government forecasts recently suggested 
that without a deal, the economy could be 
8 percent smaller over a 15-year horizon 
relative to current projections. 

The sudden elevation in uncertainty 
caused by a “no deal” or hard Brexit is 
likely to spark a severe period of risk-off, 
with the ensuing flight to safety seeing 
credit spreads widen and volatility spike, 
say industry observers. Even before March 
2019, if the perceived risk of “no deal” 
continues to rise, financial conditions 

could start to tighten. Meanwhile, major 
questions over what would happen to 
financial passporting remain unanswered.

As European Commission and Brit-
ish negotiators thrash their way through 
the latest thicket of unexpected Article 
50 consequences, the six-month headline 
date at which the UK crashes out without 
an agreement looms ever closer. 

So, what are fund managers and others 
in the private debt market doing to pre-
pare for any unexpected outcomes? Fear 

doesn’t appear to be in the air. Risk is 
largely priced in and many are looking 
for a potential lining.

“Accommodating any specific post-
Brexit arrangements themselves – what-
ever the deal or lack thereof – is not top of 
investors’ worry list,” says James Newsome, 
founder of London-based placement agent 
Arbour Partners. 

“Most market players lived in some 
form through 2008-09 and then the euro 
crisis and have since grappled with Alter-
native Investment Fund Managers Direc-
tive and Markets in Financial Instruments 
Directive II. They will cross the Brexit 
bridges when they come to them – and 
the UK posted OK numbers in the latest 
quarterly releases.”

That doesn’t mean serious moves aren’t 
being made to prepare. 

“We’re seeing managers do various 
things: if they have a Financial Conduct 
Authority AIFM, they are using that as their 

As Britain’s departure from the EU draws near, the prospect of a no-deal scenario looms. 
Can its impact on the private debt market be contained? Edward Targett reports 

Soft landing after  
a hard Brexit?

“ACCOMMODATING 
ANY SPECIFIC POST-
BREXIT ARRANGEMENTS 
THEMSELVES – WHATEVER 
THE DEAL OR LACK 
THEREOF – IS NOT TOP OF 
INVESTORS’ WORRY LIST”
James Newsome
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portfolio manager and using a US entity to 
be the main manager delegating respon-
sibility to their FCA AIFM,” says Diala 
Minott, a specialist in structured finance 
and partner at law firm Paul Hastings. 

“They’re rushing to make their delega-
tions pre-2019 as some regulators such 
as the French and English have given oral 
comfort that they would not re-examine 
any delegation arrangements; they’re 
using their US entities where they can 
and they’re starting to move their AUM 
slowly into their chosen EU jurisdiction 
with a bit of secrecy internally, so as not 
to worry star players.”

She adds that some firms are moving 
a small number of staff to continental 
Europe “as a taster for what is to come – 
so set up a [Luxembourg] RAIF (reserved 
alternative investment fund) with one 
compartment for one strategy and then 
use other compartments for the rest. 
We see some managers offering services 
to other managers that will need a host 
arrangement as soon as possible though. 
We’re still hopeful of a transitional period 
like with what we had for MIFID”.

SILVER LININGS PLAYBOOK?

Given the amount of dry powder available 
and a weak pound making some assets 
highly attractive to non-sterling funds, 
there is little sign of fraying nerves, more a 
hunt for the kind of silver linings that will 
result from the economic recalibration.

“We’ve naturally tightened the due 
diligence we do across our portfolio – we 
want to know that our fund managers have 
a sensible strategy when it comes to con-
sidering the risk of a hard Brexit,” says one 
continental Europe-based asset manager. 
“Typically, this means exactly what you’d 
expect: lending to defensive businesses; 
assessing the risk to their portfolio across 
FX, labour, ability to respond to any poten-
tial supply-chain disruption and, of course, 
resilience to the overall economic impact.

“But we’re hardly shying away from 
UK-only managers: Brexit or no Brexit, 
Britain is still a dynamic, viable economy 
and although everyone will be impacted, 
there will also be opportunities. A market 
shake-up typically results in banks retrench-
ing and private debt is often less dogmatic 
about who it lends to.”

The manager also notes the UK has tra-
ditionally been one of the biggest sources 
of opportunity for distressed debt invest-
ment. “While it is likely the UK private 
debt market will feel the impact of a hard 
Brexit, where some smaller funds possibly 
disappearing, the biggest unknown is the 
risk of a bad UK recession causing Euro-
pean recession.”

To those with a global view of markets, 
worries of froth a decade on from the col-
lapse of Lehman Brothers are increasing. As 
Oaktree Capital’s Howard Markets put it 
in a recent note, Moody’s Investors Service 
data show $104.6 billion of new leveraged 
loans were made in May, topping a previous 
record of $91.4 billion set in January 2017, 
and the pre-crisis high of $81.8 billion in 
November 2007.

He added: “The main building blocks 
for the crisis of 2007-08 were sub-prime 
mortgage backed securities, other struc-
tured and levered investment products 
fashioned from debt, and derivatives, all 
examples of financial engineering. In other 
words, not securities and debt instru-
ments themselves, but the uses to which 
they were put.

“This time around, it’s mainly public 
and private debt that’s the subject of highly 
increased popularity, the hunt by investors 
for return without commensurate risk… 
it appears to be debt instruments that 
will be found at ground zero when things 
next go wrong”. 

A hard Brexit won’t be the key risk in the 
private debt ecosystem, just one adjustment 
of many that need to be made amid a global 
climate of macro and regulatory changes.  n

“WE’RE SEEING MANAGERS 
DO VARIOUS THINGS: IF 
THEY HAVE A FINANCIAL 
CONDUCT AUTHORITY 
AIFM, THEY ARE USING 
THAT AS THEIR PORTFOLIO 
MANAGER AND USING A 
US ENTITY TO BE THE MAIN 
MANAGER DELEGATING 
RESPONSIBILITY TO THEIR 
FCA AIFM”
Diala Minott

A survey of attendees at PDI’s New 
York Forum revealed that most thought 
Brexit would have the biggest impact 
on financial volatility in European credit 
market over the next 12 months

GATHERING CLOUDS

Italian 
sovereign 
credit and 
Italian bank 
risk 11%

Other 5%

Contagion from Turkey  
or Eastern Europe 26%

A hard Brexit 58%
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FUNDRAISING

DATA ROOM 

PDI research examines fundraising on the continent in the 10 years since the GFC

As with other markets, European fundraising has slowed down this year after a record 2017

So far this year, senior debt has comprised precisely half of the European private debt market as subordinated and distressed 
strategies gradually grow

The real estate share of private debt fundraising has declined over the past three years

POST PEAK

A GAME OF TWO HALVES

REAL ESTATE RETREAT

The European decade

Source:  PDI

Source: PDI
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Maybe it was just relief that 
the photography session was 
over, but Andrew Konopelski, 

partner and head of the advisory team at 
EQT Credit Strategies, was in a positive 
mood as he reflected on the state of play 
in European private debt. 

“We are seeing expansion in direct 
lending, subordinated debt and special 
situations and a lot of capital continues 
to be committed. Over the last three or 
four years we have also noted that you now 
get paid appropriately for coming up with 

creative solutions in a market that used 
to be very ‘cookie cutter’. The economic 
backdrop is pretty good too.”

Konopelski was one of eight private 
debt professionals gathered at the London 
offices of law firm Paul Hastings for the 
latest version of our annual Europe round-
table – a chance to reflect on key trends 
impacting the region’s private debt market. 
It’s not that he is seeing sunshine every-
where he goes. Konopelski was among 
those who headed to our recent New 
York Forum and heard “talk of late-cycle 

pressures”. But in Europe, by contrast, he 
predicts “good tailwinds for the next two 
years”.

Mind you, that last comment begs the 
question as to what happens once those 
two years are up. Moreover, you get the 
sense that there are other market partici-
pants who fear the good times may not last 
as long as that. 

“The drivers of credit pricing and 
terms are still the banks, and we have been 
handed market share through regulation 
which has curtailed the banks’ ability to 

Has the European private debt market had it too good for too long? There are no signs 
of panic, but nerves are jangling a little as loose structuring, leverage, competition and 
political volatility compete to be the asset class’s chief bogeyman. Andy Thomson reports 

EUROPE

‘You’re left wondering 
what’s around the corner’ 



November 2018 | The PDI Europe Report 15

ROUNDTABLE 

lower pricing and weaken credit stand-
ards to drive loan volume growth. That 
has been, and continues to be, a positive 
dynamic,” says Paul House, managing 
partner at Venn Partners. “But the macro 
trends and the weight of capital I would 
say are a bit less positive. Are we in the 
fifth, the seventh or the ninth inning? 
That’s hard to predict, but it’s getting 
tougher to find value.”

Alex Schmid, founding partner of ESO 
Capital, is also wary of where things are 
headed. “When investors pour money in, 
you have to be careful. It feels slightly too 
good and you’re left wondering what’s 
around the corner. It’s the best fundrais-
ing market for a long time in special situ-
ations, but we are cautious in how we 

deploy our capital and still very much 
disciplined during the investment pro-
cess. What people are doing looks quite 
stretched in my view.”

AGAINST THE GRAIN 

An important point to consider is that, 
even should volatility strike in the private 
debt market, it does not spell doom and 
gloom for everyone. Indeed, in a benign 
and highly competitive market, it can be 
very difficult to pay an appropriate price 
and also differentiate yourself from the 
crowd. When conditions are less predict-
able, there may be greater opportunity for 
those who claim to add value to actually 
do so. 

“It feels late innings, but we are 

prepared for a bit of stress,” says Chris-
topher Bone, managing director and 
head of private debt, Europe, at Partners 
Group. “When you hear some bad news, 
it’s not necessarily bad news for us on the 
debt side. At this stage in the cycle, we 
are adding new credits to the portfolio, 
which we have stress-tested under the 
assumption of another crisis. We could be 
presented with new investment oppor-
tunities.”

There is acknowledgement that while 
pressures may be building, the positive 
characteristics of private debt – together 
with a favourable regulatory environment 
– will enable it to cope well with whatever 
challenges come its way. 

“The private credit market deploys 
more flexible and global capital than the 
banks,” argues Luke McDougall, a partner 
in the corporate department at Paul Hast-
ings. “There’s a huge range of institutions 
serving sub-investment grade debt and 
different businesses get different results. 
This set of investors is much better placed 
for any downturn compared with how the 
banks were placed for the crisis.”

Adds Diala Minott, also a corporate 
partner at Paul Hastings: “From a regu-
latory point of view, we have seen the 
culmination of 15 years of lobbying with 
France, Germany and Italy all allowing 
direct lending. Direct lenders and spe-
cial situations investors are more able to 
deploy cash because the regulators have 
given them a framework they can oper-
ate in.” 

Jaime Prieto, founder partner of Karte-
sia, agrees that European private debt now 
finds itself in “a very good situation”, not 
only because of greater regulatory support 
but also because owners of businesses are 
increasingly seeing private debt firms as 
desirable partners. In Prieto’s view, this is 
allowing fund managers to move from the 
more crowded private equity-sponsored 
market to the non-sponsored space, which 

From left:
• Paul House, managing partner,  

Venn Partners
• Andrew Konopelski, partner and head  

of EQT Credit Strategies, EQT
• Luke McDougall, partner, Paul Hastings
• Jaime Prieto, founding partner, Kartesia
• Christopher Bone, head of European 

private debt, Partners Group
• Diala Minott, partner, Paul Hastings
• Alex Schmid, founding partner and chief 

executive officer, ESO Capital
• Laurent Benard, managing partner, 

Capzanine
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for Kartesia now represents over 50 per-
cent of its portfolio. “If you’re only oper-
ating in the sponsored mid-market, you 
will feel the heat,” says Prieto. “You have 
to look at where the market is growing 
and that is the non-sponsored, lower mid-
market. It allows you to be more selective 
and also avoid the competition.”

Schmid agrees that greater acceptabil-
ity of private debt is the biggest single 
factor in driving its further growth, and 
rejects the idea made by a fellow roundta-
ble participant that evidence of improving 
returns is of most importance. 

“From our first fund to our sixth, 
we’ve been making more or less the same 
return,” he says. “What’s more important 
is acceptance. That’s a much bigger trend 
– are we seen as relevant and trustworthy? 
Sponsor-backed businesses took us up 
first and now we’re spreading into other 
businesses. It won’t ever be like the US, 
where 80 percent of the market is non-
banks, but we can certainly take more 
market share.” 

ROADS LESS TRAVELLED 

Reaching out into relatively untapped 
areas of the market seems particularly 
important at a time when there is so much 

talk about competition. Laurent Benard, 
managing partner at Paris-based Capza-
nine, reflects this sentiment. “France is 
quite a deep market, but there is more 
and more competition,” he says. “The 
increase in liquidity is much greater than 
the number of deals, so there is pressure 
on pricing, but through proprietary deals 
we are able to preserve our margins.”

Prieto argues that, although pricing is 
tighter compared with three or four years 

ago, it’s not as tight as it was pre-crisis. 
He maintains that pricing is an issue for 
the “standard, mature LBO market” and 
also Germany, where only “the odd deal” 
offers a superior return.

Benard responds that the biggest 
consideration is not the pricing as many 
deals have a very attractive risk-return 
profile, but the amount of leverage going 
into some deals, and cites examples of 
firms seeking a 6 percent return from 
deals featuring 7x EBITDA leverage on 
the unitranche. It prompts discussion of 
what one person sat at the table describes 
as “crazy deal structures”.

“What we do see is big deal technol-
ogy trying to creep into smaller deals,” 
Konopelski observes.

Not all voices are raised in protest, 
however, and the case is made that cove-
nant-lite may have a beneficial aspect in 
terms of the flexibility it offers. 

There is also a feeling that the constant 
focus on covenant-lite obscures other 
more egregious developments. “Cove-
nant-lite is an increasing ask for €150 
million-plus deal sizes, but it’s not the 
biggest problem,” maintains Konopelski. 

Laurent Benard, managing partner, 
Capzanine

From 2001 to 2004 Benard worked 

as an analyst in the LBO department 

of Bank of Scotland in Paris. He joined 

Capzanine in 2004 and became a 

partner in 2011. 

“FRANCE IS QUITE A 
DEEP MARKET BUT 
THERE IS MORE AND 
MORE COMPETITION”

Christopher Bone, head of European 
private debt, Partners Group

Bone has been with Partners Group 

since 2010 and has 18 years’ industry 

experience having previously worked at 

Alpinvest Partners, RBS, PwC and Ernst & 

Young. 

“THE DISRUPTION RISK 
OF EACH INVESTMENT 
IS SOMETHING 
WE LOOK AT VERY 
CAREFULLY” 
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“EBITDA adjustments are perhaps worse, 
as they’re fooling people into taking more 
risk than they think they’re taking. With 
some of these EBITDA adjustments, you 
are effectively lending forward, so every-
thing has to go well for the next 12-18 
months, and how many companies per-
fectly achieve their original equity plans?”

Achieving those plans is arguably 
harder at a time when there are so many 
macro factors contributing to uncertainty. 
One of these is, of course, the terms sur-
rounding the fast-approaching departure 
of the UK from the European Union in 
March next year. 

“There will be a softening of the market 
in the UK because of Brexit,” says House. 
“And Europe has a lot of trade with the 
UK, so it doesn’t get through unscathed. 
Within that environment, things have to 
be softening. It’s a headwind we didn’t have 
a year ago.” 

However, Bone believes Brexit is one 
of those examples of disruption that 
could also be a gift for debt investors if 
they scrutinise the playing field carefully 
enough. “In the UK there is risk but also 
opportunity,” he says. “We are looking to 

see where macro risk has led to mispric-
ing. Of course, you do have to avoid get-
ting caught in the middle of the storm 
in March.”

Prieto, however, thinks it will be a case 
of once bitten twice shy. “When you start 
losing money in the likes of retail you’re 
a bit less prone to looking out for the 
interesting deals. How many are capable 

of taking losses and still maintain the poise 
to look forward to the next opportunity? 
We do see some small weaknesses in the 
secondary market that could be interest-
ing. I’m not sure that will trickle into the 
primary market as fast and to the same 
extent, though.”

Benard also thinks factors such as 
Brexit and the trade war between the 
US and China will produce opportu-
nities across the risk spectrum, from 
unitranche to special situations, which 
helps to explain why Capzanine launched 
a special situations fund in January this 
year targeting companies experiencing 
setbacks. The fund has a target of €250 
million-€300 million.

BUILDING SHELTERS 

Prieto says he believes the best way of 
coping with volatility is to identify where 
there is the broadest possible opportunity. 
“You need to withstand mini-crises and 
have downside protections,” he asserts. 
“The lower mid-market may be riskier 
but only by tens of basis points, and that 
is negligible compared to the ability to 
be selective in the segment. There is an 

Paul House, managing partner, 
Venn Partners 

Responsible for the commercial real 

estate business, House spent over 20 

years with Citigroup, heading Citi’s 

European real estate business, before 

joining Venn Partners. 

“ARE WE IN THE FIFTH, 
THE SEVENTH OR THE 
NINTH INNING? THAT’S 
HARD TO PREDICT, BUT 
IT’S GETTING TOUGHER 
TO FIND VALUE”

Andrew Konopelski, partner and  
head of EQT Credit Strategies, EQT

A member of the EQT executive 

committee and Credit Partners 

investment committee, Konopelski 

joined EQT in 2008 having worked for 

hedge fund Tisbury Capital. 

“COVENANT-LITE IS 
AN INCREASING ASK 
FOR €150 MILLION-
PLUS DEAL SIZES, BUT 
IT’S NOT THE BIGGEST 
PROBLEM” 
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abundance of opportunities with local 
companies and you can get the downside 
protection that enables you to ride out 
the bumps in the road.”

Konopelski, however, is not entirely 
convinced by this argument. “We look at 
the mid-market too and you don’t always 
have buffers built in. In smaller companies, 
there can be issues with over-concentra-
tion of customers or suppliers and you 
may also find there is not as much depth 
in the management teams.”

It is also the case that confidence varies 
greatly from one market to another. Italy 
is cited as one market where, despite 
more favourable regulation having been 
introduced, there are still considerable 
obstacles to be overcome. 

“When a deal crops up in Italy, some 
investors have a very strong view as to 
how they would value the collateral,” says 
McDougall. “All jurisdictions have a kind 
of intuitive weighting as to how easy it is 
to get your money out. Deals can be done 
anywhere, but there is more time spent on 
restructuring in certain places.” 

Schmid says real life experience can 
be very different to theory, expressing 
wariness of any advisors that don’t have 

the “scar tissue” that some investors have. 
He provides a stark example of this, again 
from the Italian market: “On one deal, 
we’ve had cash trapped there for eight 
years and it’s still not gone to court.” 

House, on the other hand, has a prag-
matic view of the different European 
jurisdictions. 

“Whether it’s the UK or France, both 
are good markets for us. We’ve done a deal 

in France, the issue is when you lend, you 
lend a bit less and you do things a bit dif-
ferently. The most important thing is that 
you’re trying to get that alpha.”

Benard makes the point that, however 
investor-friendly a jurisdiction may seem, 
that apparent advantage can be eroded 
by stiff competition. “Maybe the rules are 
better in the UK, but the level of leverage 
is higher in the UK than it is in France. In 
addition, being local allows you to better 
understand and navigate the local juris-
diction, which is especially important in 
France.”

Schmid believes US investors can 
sometimes be wrongly dissuaded from 
allocating to European funds as a result of 
over-estimating the impact of mini-crises. 
“Investors got really worried about the 
Greek crisis, but it made no difference to 
our deals,” he says. “Local markets can play 
out really well if you know those markets. 
LPs need to ask us whether we’ve seen 
things go wrong and how we’ve dealt with 
that. There will always be some losses.” 

DEMANDING INVESTORS 

One thing that’s clear, and not just in rela-
tion to which markets managers operate 

Luke McDougall, partner,  
Paul Hastings

McDougall is a partner in the finance 

and leveraged finance practices in 

London, focusing on UK and cross-

border acquisition finance and 

restructuring. He acts for senior and 

junior lenders and borrower groups. 

“THIS SET OF INVESTORS 
IS MUCH BETTER PLACED 
FOR ANY DOWNTURN 
COMPARED WITH HOW 
THE BANKS WERE PLACED 
FOR THE CRISIS” 

Diala Minott, partner, Paul Hastings

Minott is a corporate partner in the 

London office specialising in structured 

finance transactions including CLOs,  

CDOs and bespoke, hybrid mid-market 

CLO-type funds. 

“INSURANCE COMPANIES ARE 
INCREASINGLY DICTATING 
THE TERMS, FOR EXAMPLE 
ASKING FOR THE PORTFOLIO 
AS A WHOLE TO HAVE A 
CERTAIN CREDIT RATING” 
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in, is that limited partners have become a 
lot more discriminating. And perhaps the 
area where this has become most evident 
is in relation to the type of information 
they want – and how they have access to it. 

“Investors expect much more under-
lying information on the portfolio,” says 
Bone. “They want to look at the pricing, 
the leverage ... they expect a lot more. And 
they want to see everything in real time on 
their ipads. Technology risk is a black swan 
and they are very keen to know how tech-
nology is impacting portfolio companies. 
The disruption risk of each investment is 
something we look at very carefully.” 

Minott believes credit funds may have 
been behind the curve but are now catch-
ing up. “You now have CLO technology 
built into a lot of credit funds including, 
for example, cash traps and cash buffers. 
And insurance companies are increasingly 
dictating the terms, for example asking for 
the portfolio as a whole to have a certain 
credit rating.” 

One thing is clear – investor demands in 
this area cannot be overlooked. “Not being 
allowed a clear view of the portfolio makes 
investors nervous,” Benard points out. “It’s 
almost more important than track record.” 

Talk turns to whether smaller private 
debt houses are at a relative disadvantage 
compared with the huge budgets that some 
of the larger players have available for new 
technology spend. BlackRock is cited as an 
example of an investment giant that now 
has a huge information and analytics system 
at its fingertips in the form of Aladdin. 

However, not everyone believes big sys-
tems such as this will erode the importance 

of human input. “Having the best in-house 
data doesn’t necessarily make you the best 
user of that data,” suggests House. 

Bone also does not seem unduly threat-
ened by the march of technology: “I strug-
gle to see how artificial intelligence will 
take away everything we bring in terms 
of human input. It will make things more 
efficient, though.” 

Konopelski expresses the view that, 
when it comes to sourcing opportunities, 
any help technology can bring is welcome. 
“You want to stand in the middle of the 
road and be hit by as many deals as pos-
sible,” he says. “And then, once you have 
those deals, you bring your human intel-
ligence to them. Across the firm, we have 
been exploring ways to use AI to identify, 
source and diligence deals outside the 
usual channels.”

While Konopelski’s imagery may have 
connotations of road accidents, there is 
no sense of a car crash for Europe’s pri-
vate debt professionals any time soon. 
Indeed, confidence appears to be higher 
than you might expect. But loose struc-
turing does give pause for thought as to 
what may eventually be lurking around 
that corner.  n

Jaime Prieto, founding partner,  
Kartesia

Prieto is responsible for overseeing 

the development and management 

of Kartesia, particularly in relation to 

sourcing and trading. He founded the  

firm in 2013 after 10 years of experience 

in private equity. 

“IF YOU’RE ONLY 
OPERATING IN THE 
SPONSORED MID-
MARKET, YOU WILL  
FEEL THE HEAT” 

Alex Schmid, founding partner and 
chief executive officer, ESO Capital

Schmid has over 25 years of illiquid 

investment experience across Europe 

and was previously managing director 

and head of Europe at hedge fund DB 

Zwirn (London). 

“INVESTORS GOT REALLY 
WORRIED ABOUT THE 
GREEK CRISIS, BUT IT 
MADE NO DIFFERENCE 
TO OUR DEALS” 
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Germany was previously a laggard 
in terms of developing its private 
debt market, but this appears to 

have changed. In a statement announcing 
the closing for the first of two funds, look-
ing to lend to companies with EBITDA 
ranging from €4 million to €25 million in 
May, HF Debt’s managing director, Andreas 
Doerfert, simply said: “Private debt as a 
form of financing has now arrived in Ger-
many and has reached a serious size.”

Doerfert’s bullishness is supported by 
the latest Mid Cap Monitor Report, published 
by investment advisor GCA Altium. The 
figures are clear; in 2016 private debt 
funds accounted for just 16 percent of 
fundraising in the German LBO market, 
with the remainder financed by banks. By 
2017 this had more than doubled to 34 
percent, with the numbers for the first 
half of 2018 hitting 48 percent for non-
bank lenders. 

And it’s not just deal numbers that are 

increasing. HF Debt, an offshoot of Ger-
many private equity stalwart Hannover 
Finance, isn’t the only manager to launch 
funds targeting small and medium-sized 
enterprises in the country. Swiss outfit 
Vincenda, Frankfurt-based ESO and 
Deutsche Credit Capital Partners are 
among several new entrants to the market 
over the last 18 months. 

This represents a significant change for 
a sector that had previously been an out-
lier in terms of relying on banks to fund 
the mid-market, with private debt activity 
seriously behind the UK and the US. And 

according to Daniel Heine, Zurich-based 
manager director at Patrimonium Asset 
Management, the private debt market in 
Germany is set to double in size in the next 
two years, potentially catching up with the 
UK in total volumes within five years. 

This view is, in part, supported by 
Alexander Bode, Cologne-based manag-
ing partner at BB Alternative Partners. 

“Will the German market be the same 
size as the UK in five years time? I totally 
agree with that. However, the UK private 
debt market is not at its ceiling.  While the 
German private debt market will catch up 
with where the UK market is now, the UK 
will grow in the interim.”

STUCK IN THE MIDDLE

One reason for this rise, according to 
Bode, is that the Mittelstand – typically 
small, family owned firms – which form 
the bulk of the current market for private 
debt in the country, are a unique feature 

GERMANY

Taking the middle ground 

The tide appears to be finally turning in favour of private debt providers in Germany,  
with some predicting even more growth to come. Aaron Woolner reports

“THE LANDESBANKS ARE 
OUT OF THE GAME. THEY 
ARE TRYING TO KEEP 
EXISTING CLIENTS BUT 
ARE NOT TAKING ON NEW 
BUSINESS” 
Alexander Bode

ANALYSIS 
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of the German economy, and differ from 
SMEs in other developed economies.  

“The Mittelstand doesn’t correspond 
with the middle market in the interna-
tional sense and are typically much smaller 
businesses with €2 million-€20 million 
EBITDA. Typical customers of a Euro-
pean private debt fund start at EBITDA 
of around €15 million, but penetration 
even below that mark into the Mittelstand 
increases,” says Bode. 

It’s not just the Mittelstand that is 
unique to Germany, it also has a bespoke 
three-tiered banking system. At the base 
are the co-operatively owned savings banks, 
while above them are the Landesbanks, 
banks owned by the regional govern-
ments, and finally the private banks, such 
as Deutsche Bank and Commerzbank. 

Basel III and IFRS 9, which have radi-
cally increased the cost of long-dated bank 
lending, particularly for firms with a weak 
credit history, are a global phenomena, but 
Germany’s banking system is adding to 
the attraction of private debt. The major-
ity of SME lending was provided by the 
Landesbanks, but these are now no longer 
the force they were in providing credit to 
smaller entities, says Bode. 

“The Landesbanks are out of the game. 
They are trying to keep existing clients 
but are not taking on new business. The 
global financial crisis hit the Landesbanks 
hard in terms of some poor investment 
in structured credits and given that these 
are government-owned institutions there 
is a strong political will for there not to 
be a repeat.” 

It is telling that a new entrant to the 
German private debt market, DCCP, is 
headed by Dr Nicolaus Loos, who formerly 
led banking and markets at mid-market 
lending specialist IKB. IKB made some dis-
astrous investments into the US subprime 
market and was subsequently acquired by 
US private equity outfit Lone Star Funds. 

The problems facing the Landesbanks 

has, according to Patrimonium’s Heine, 
transmuted into a fantastic opportunity 
for credit funds to fill the gap. However, 
he is keen to stress that the private debt 
providers are complementary to, rather 
than competition for, the banks in provid-
ing finance for the SME sector in Germany. 

“Private debt is becoming more normal; 
the traditional lenders have become more 
open to co-operation with private debt 
funds. This is a fantastic synergy as debt 
funds are not direct competition to com-
mercial banks because they can only offer 
lending but none of the other banking 
services that firms require. We recently 
reached an agreement with Credit Suisse 
– we do deals with them at the lower end 
of the borrower spectrum, those firms 
rated BB-B.”

Heine declined to go into specifics on 
how much lending had taken place so far 
and says that Credit Suisse is a large enough 
bank that Patrimonium would not require 
similar agreements with lenders, but he did 
expect the trend itself to magnify, saying 
he “assumed” more deals of this type are 
currently taking place.

The retreat of the Landesbanks from 
the smaller end of the Mittelstand market 
has also been accompanied by an increas-
ing awareness of the value of private debt 
providers, according to Bode. He says that 
CFOs in the mid-market who were previ-
ously reluctant to use private debt funds, 
and now coming to value their different 

approach to issues such as repayment 
terms, and loan approval times, to banks. 

“Private debt providers are flexible. For 
example, they don’t demand amortised 
loans, requiring both capital and interest 
to be repaid over the loan period. Likewise, 
timeframes, say a corporate wants to take 
over a firm, or set up a new factory in 
Portugal. Private debt funds can provide 
that financing in as little as four weeks, 
whereas a bank loan would take at least 
three months to agree.” 

CORPORATE CREDIT

According to Bode, a number of German 
corporates are turning to debt funds as an 
interim measure. Typical deals are three 
years rather than five, which is more 
common for a bank loan. The corporate 
then refinances once its acquisition, or 
investment, has become more cashflow 
positive. 

Not everyone, however, is convinced 
by the inexorable march of private debt 
into the German market. Frank Dorn-
seifer, managing director of the BVAI – the 
German alternative asset association – says 
the numbers being touted may not stack 
up. “As it is a private market you don’t have 
the clear, pure facts,” he says. “You attend 
industry conferences and always hear data 
about how many private debt asset man-
agers there are and what their AUM is, 
but people don’t trust that information 
so much.”

In order to shed more light on the 
market, the BVAI has commissioned a 
survey of asset managers, investors and 
SMEs to get firm numbers on the level 
of private debt and future demand for it. 

“There will be some increase in the 
private debt sector, but I am not sure it 
will grow rapidly and have a similar market 
share as the UK and US,” says Dornseifer. 
“But at the end of November we might 
have new conclusions when we finalise our 
survey.”  n

“PRIVATE DEBT IS 
BECOMING MORE 
NORMAL; THE 
TRADITIONAL LENDERS 
HAVE BECOME MORE 
OPEN TO CO-OPERATION 
WITH PRIVATE DEBT FUNDS”
Daniel Heine
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DEALS

Data from the Deloitte Alternative Lender Deal Tracker shows activity has dropped 
slightly but private debt continues to gain traction in Europe

The number of direct lending deals grew steadily in the 12 months to the end of the first quarter of 2018, up 22%,  
but the quarter also shows a 7% decline from the same period last year 

More non-sponsored companies are turning to private debt managers to finance their growth, but these deals continue to 
comprise just 15-20% of the market

Over the past three to four years unitranche deals have overtaken senior debt as the dominant structure in Europe

UPS AND DOWNS

STILL NICHE

UNITRANCHE UNBOUND 

Changing gears 

DATA ROOM 

Source: Deloitte
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Deal-making can feel like a maze.

Let us help you navigate new paths  
to innovation and growth.

22 offices in Europe, the Americas, and Asia
One global private debt practice

Paul Hastings LLP 
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Q Europe’s private debt market has 

grown considerably in recent years, 

but aren’t investors becoming wary about 

illiquid investments at this late stage of the 

credit cycle?

Wariness about illiquidity is a topic of 
conversation at this stage in the cycle, with 
a flattening of the yield curve and signs 
of more defaults in leveraged loans. But it 
is very difficult to predict when rates are 
going to rise and the impact that may have.

On the other hand, a turn in the cycle 
brings its own opportunities. We are 
starting to see the emergence of a dif-
ferent type of investor, one familiar with 
private equity, who is willing to look at 
distressed or impaired loans. Not to men-
tion, some of the big private equity firms 
are buying parcels of non-performing 
loans from banks. In other words, we 
are starting to see a blurring of the line 
between private equity and private debt.

Q But are investors still interested in less 

risky credits?

Of course. The largest fund managers are 
still successful because they have very 
strong risk management processes, can 
source for high quality credits and can put 
firm credit agreements in place. This vet-
ting system suits pension funds, insurance 
companies and endowments that make up 
80 or 90 percent of our fund clients’ inves-
tor base. They want assets that produce a 

yield to match their long-term liabilities. 
However, I think there is a tendency 

for investors in alternatives to allocate an 
element of the illiquid part of their port-
folios to slightly higher return strategies, 
which might well include distressed. As 
the cycle turns, I suspect this is going to 
create more opportunities for less risk-
averse investors.

Q The private debt market in Europe is 

much more crowded than it was. How 

are fund managers differentiating themselves 

in this environment?

Differentiation can come through track 
record, for one. If, let’s say, Fund I has pro-
duced a stable and steady risk-adjusted 
return, investors will come back for 
Funds II and III, and new investors will 
come in too. What investors do not like 
is volatility, so managers must demon-
strate strong risk and credit management 
within a risk-adjusted framework.

We should remember also that even 
though the private debt market is more 
crowded, banks are increasingly less 
active in corporate lending due to regula-
tory changes.  There is a large mid-market 
corporate sector, which would histori-
cally have been serviced by the banking 
sector but now increasingly utilises non-
bank lending facilities. Managers are dif-
ferentiating on cost, speed and flexibility 
to provide capital.

Q Are fund managers keen on entering 

new markets?

Risk management is important, but man-
agers still need to source deals, so they are 
having to look further afield. That might 
be different sectors, such as manufactur-
ing, healthcare and life sciences or tech-
nology, media and telecommunications.  
We are also seeing an increased number 

FEATURE 

NEW MARKETS

The benefits of  
breaking formation 
As the European market matures, managers must think outside the box to expand their 
horizons. Andrew Ritchie, vice-president in Brown Brothers Harriman’s alternative fund 
servicing team in London, explains the risks and rewards of diversifying   

“WE ARE STARTING TO 
SEE THE EMERGENCE OF 
A DIFFERENT TYPE OF 
INVESTOR, ONE FAMILIAR 
WITH PRIVATE EQUITY, WHO 
IS WILLING TO LOOK AT 
DISTRESSED OR IMPAIRED 
LOANS”
Andrew Ritchie
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of funds focused solely on real estate and 
infrastructure.

Real estate debt is a way of reducing 
risk at this stage of the cycle by staying in 
the sector but choosing debt over equity. 
Infrastructure allows investors to lock in 
yields to meet long-term liabilities over 
the next 10 or 15 years. There are a lot 
of opportunities in infrastructure because 
there is a gap between the infrastructure 
needed and the current level of actual 
investment.

We are also seeing managers look at 
new territories. Moving into new coun-
tries also provides diversification, and 
we think that the number of genuinely 
pan-European funds is probably grow-
ing, partly driven by the amount of dry 
powder at their disposal.

Q Which new countries are managers 

looking at?

Historically, many managers focused on 
senior debt in the large core markets of 
the UK, France and Germany. This is still 
where the bulk of interest is – over 70 
percent of European deal activity occurs 
here – but as these markets become more 
crowded fund managers are looking at 
the Nordic countries, Spain and Eastern 
Europe. 

Q Some of these countries are well 

banked, so is competition tough?

The Nordic countries are well banked, but 
there are a lot of well-run companies that 
are not typically courted by funds. 

The same can be said for many compa-
nies in Eastern Europe, and the banking 
sector in many of these countries is not 
so deep. In Spain, the banks are heavily 
constrained, and there is an opportunity 
for the non-bank lender to move into the 
space created by these restrictions to 
meet the demand from the high-growth 
companies operating in a rapidly growing 
economy.

Speaking more generally, the modern 
CFO is very aware of the corporate financ-
ing options available and knows that non-
bank lenders can offer structuring flexibil-
ity and speed, which drives them toward 
private debt funds.

Q Are managers looking even further 

afield?

I think we will increasingly see Asia as a 
centre for private debt fund activity. We 
have a number of clients with offices there, 
which are used for either deal sourcing 
or asset raising. There are so many more 
companies in China and India than in 
Europe, which multiplies the lending 
opportunities.

Q Are fund managers looking at non-

sponsored deals?

The majority of deals are still sponsored 
deals linked to M&A, but non-sponsored 
deals have grown to the point where they 
account for a significant minority. Banks 
will continue to look for larger deals, but 
there are very good lower-mid-market 
companies and they will look to non-bank 
lenders for capital, rather than for LBOs 
or bolt-on acquisitions. With the large 
number of funds in market, managers are 

seeking new opportunities and are keen 
to fill the void left by the banks.

Q Looking as a whole, is it easier or harder 

for debt fund managers these days? 

Some countries, such as Ireland, Germany 
and Italy, have historically had regulations 
that have not made it easy for direct 
lenders, but their governments want to 
encourage the growth of direct lend-
ing because they understand that it is a 
useful supply of capital. There is strong 
investor demand for illiquid credit assets 
and a large number of potential borrow-
ers, so the market dynamics suggest that 
the industry will continue to evolve and 
mature.

However, it is becoming harder to dif-
ferentiate as a manager given the number 
of funds in market chasing a limited supply 
of opportunities. The very largest mega-
funds may have between €4 billion and €6 
billion and they can underwrite up to €500 
million. At the other end of the spectrum 
are platform lenders committing much 
smaller amounts, but both have a niche 
and a focus.

Q Are they having to compete on cov-

enants? 

There was some concern that some of the 
covenants were getting looser and that the 
relationship between the borrower and the 
lender was tilting in favour of the bor-
rower, with fewer and weaker operating 
and performance covenants, flexible repay-
ment schedules, and so on. This was driven 
by the strong supply of capital into the 
sector. However, there has perhaps been 
some pushback from lenders, who are 
being much more cautious now. There 
has been a change in sentiment because 
the economy is at a different stage of the 
cycle, so lenders are remembering that the 
priority is not just to get another credit 
in your portfolio – it is much more about 
the right credit with the right terms.  n

“RISK MANAGEMENT 
IS IMPORTANT, BUT 
MANAGERS STILL NEED 
TO SOURCE DEALS, SO 
THEY ARE HAVING TO 
LOOK FURTHER AFIELD. 
THAT MIGHT BE DIFFERENT 
SECTORS, SUCH AS 
MANUFACTURING, 
HEALTHCARE AND 
LIFE SCIENCES OR 
TECHNOLOGY, MEDIA AND 
TELECOMMUNICATIONS”  
Andrew Ritchie 
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FUNDS IN MARKET 

Europe-focused funds are looking to raise $58bn in total, only slightly above the $57.4bn 
targeted this time last year  

Funds with a focus in real assets – either infrastructure or real estate – 
now account for 41% of targeted capital  

Senior debt still accounts for more than half of targeted capital in Europe despite the growth of distressed and subordinated strategies among private 
debt funds globally 

A third of the funds currently in market are looking to raise $500m or 
more, while almost a quarter have not disclosed a target 

REAL OPPORTUNTIES

A CONSOLDIDATED MARKET

STEADFASTLY SENIOR

GO BIG OR GO HOME 

Business as usual   

DATA ROOM 

Source: PDI
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The top 10 funds in market now account for 38% of total targeted capital as LPs gravitate towards larger, more established private debt managers

Senior debt Subordinated/mezzanine debt 

Distressed debt 

Pemberton Capital Advisors ($2.9bn)
Intermediate Capital Group ($4.6bn)

Apollo Global Management ($3.5bn) Bain Capital ($1.1bn)

Aermont Capital ($1.6bn)

Henley Investments ($1.3bn)

BlueBay Direct Lending Fund III ($2.9bn)

AXA Investment Managers -  
Real Assets ($1.7bn)

Pemberton Capital Advisors 
($1.4bn)

BNP Paribas Asset 
Management 
($1.1bn)
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Partners Group has been realizing the 
potential of private market investments 
for two decades. 

Our strategy is to provide financing solutions  

to great companies with development potential on 

behalf of our clients, all around the world.  

We do this by combining significant local sourcing 
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leading value creation practice. 
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RISK 

Report reveals the shadow  
cast by European politics 

Potential crises around trade, Brexit and Italy’s government could cause trouble for credit 
markets, writes John Bakie

NEWS 

Political issues, rather than under-
lying business performance, pose 
the biggest threat to European 

credit markets, according to an analysis 
by S&P Global. 

In its European Corporate Credit Mid-Year 
Outlook, S&P Global said market metrics 
appeared relatively benign, with 12-month 
trailing default rates of around 2 percent 
and unlikely to rise beyond 3 percent over 
the next year.

It added: “The benefits of a strong 
pickup in global economic growth are 
feeding through into cashflows, and financ-
ing conditions are set to remain supportive 
given still-modest inflationary pressures 
and central banks’ desire to take a very 
gradualist approach to policy normalisa-
tion.”

Credit and loan markets appear to be 
more conservative with credit and loan 
growth rates being relatively constrained 
and far from the peak seen before the 
financial crisis. 

“The credit cycle is not at a point of 
excess: bond issuance and loan growth 

annual rates are relatively modest, corpo-
rate cash remains plentiful, profit margins 
improving and debt levels are high but 
easing as EBITDA improves,” the report 
said.

However, it stressed that strong market 
fundamentals have allowed the market to 
ignore political volatility: “The sound and 
fury of politics may signify something, but 
it is far from clear what.”

LOOMING RISKS

What is clear is that Europe has some seri-
ous political issues to face, which could be 
disruptive for business and have unpre-
dictable consequences for credit markets. 
Negotiations on the UK’s departure from 
the European Union is one of the biggest 
risks currently looming over the continent 
and S&P Global said the risk of a disruptive 
outcome, such as the UK crashing out of 
the EU without a deal, have risen. 

The effects of uncertainty and subdued 
confidence caused by fraught negotiations 
are already apparent in terms of relative 
corporate ratings trends, the report added, 

with the UK corporate net outlook bias 
– the percentage of positive outlooks for 
the rated universe minus the percentage of 
negative outlooks – deteriorating sharply 
in the second quarter of 2018. 

There is also concern over Italy’s new 
government. Tensions between the Ital-
ian administration and the EU over fiscal 
policy, in particular, and a broader disa-
greement between western European and 
central and eastern European members 
over immigration casts a long shadow over 
regional credit conditions. 

As the cycle progresses, S&P predicted 
the tensions between the need for tighter 
monetary policy in Germany and a looser 
policy elsewhere in Europe would also re-
emerge.

Europe also faces the risk of becoming 
embroiled in a trade war with the US. 
S&P Global noted that “political risk – 
especially in relation to trade and tariffs 
– has been greater and more troubling 
than expected at the start of the year, but 
this has not yet translated into a broader 
repricing of risk assets”.  n
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ANALYSIS 

2. EAST RIDING OF YORKSHIRE COUNTY COUNCIL PENSION FUND HQ: GOOLE, UK AUM: £4.2BN ($5.5BN, €4.8BN)

The East Riding of Yorkshire pension fund was created in 
1974 to make pension payments to employees of scheme 
employers and admitted bodies. As of March 2015, East 
Riding of Yorkshire County Council Pension Fund has 
allocated 5.71 percent of its total investments to private 
debt. In March 2017, the pension fund’s committee explored 
replacing its allocations to global high-yield debt and 
emerging market debt with an allocation to a multi-asset 
credit strategy. The strategy would include allocations to 
some forms of private debt including corporate mezzanine 
debt, direct lending, senior-secured loans and asset-backed 
securities. The fund has an allocation representing about 
1.5 percent of its portfolio to several alternative credit 
investments, including asset-backed debt and corporate 
mezzanine debt.

Recent fund investments   Vintage year Fund size to date

Rantum Capital Private Debt Fund II 2018 €300m

Barings Global Private Loan Fund II 2017 $1.3bn

Epiris Fund II 2017 £821m

1. EUROPEAN INVESTMENT FUND HQ: LUXEMBOURG AUM: €2.48BN

EIF was founded in 1994 as a joint venture between the 
European Investment Bank, the European Commission 
and several European financial institutions. Alongside 
venture capital, the EIF is equally dedicated to providing 
portfolio guarantees for all types of institutions involved 
in the financing of SMEs. In July 2017, EIF made a €50 
million cornerstone commitment to Springrowth’s 
Diversified Enterprises Credit Fund, which aims to 
originate at least 100 investments in both medium to 
long-term loans, and corporate bonds (including mini-
bonds) with a focus on Italian SMEs. EIF manages its 
private debt portfolio through senior debt and mezzanine 
debt funds.

Recent fund investments   Vintage year Current fund size

Rantum Capital Private Debt Fund II 2018 €300m 

Artemid Senior Loan 2 2018 €413m

Diversified Enterprises Credit Fund 2017 €5m

Distressed debtUnitranche

Royalty 
financing

Senior debt
Subordinated/ 
Mezzanine debt

Europe

Multi-region
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LP GUIDE

European 
engines 
PDI examines some of the more active 
investors in the region over the past five 
years, many of them British
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3. STRATHCLYDE PENSION FUND  HQ: GLASGOW, SCOTLAND AUM: £20.8BN

Established in 1974, Strathclyde Pension Fund is one of 11 
local government pension scheme funds in Scotland. The 
fund invests globally in private debt through strategies 
such as subordinated/mezzanine debt, unitranche, 
senior debt, venture debt and royalty financing funds. 
As of February 2018, proceeds of equity sales will be 
invested in existing multi-asset credit, private debt, and 
emerging market debt mandates and new absolute 
return, private debt and infrastructure mandates. In March 
2017, Strathclyde Pension Fund committed £40 million to 
Pemberton’s UK-focused mid-market lending fund. The 
following September Strathclyde committed £30 million 
to Tosca Debt Capital Fund II. In May 2018, the fund made 
a $20 million commitment to GAM Real Estate Finance 
Fund II with a focus on commercial real estate debt.

Recent fund investments   Vintage year Fund size to date

GAM Real Estate Finance Fund II 2018 £200m

Tosca Debt Capital Fund II 2018 £238m

Pemberton UK Mid-Market Direct Lending 

Fund

2016 £400m
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4. PENSIONDANMARK    HQ: COPENHAGEN, DENMARK AUM: DKR239.7BN ($37BN, €32BN)

Set up in 1990, PensionDanmark is a non-profit labour 
market pension fund. It offers defined contribution 
pension, insurance and healthcare products on the basis 
of collective agreements covering 705,000 individuals 
employed in more than 24,700 companies within the 
private and public sector, making it one of the 50 largest 
pension funds in Europe. The investor has a net inflow 
of pension contributions of more than €1 billion on an 
annual basis. PensionDanmark invests in private debt 
funds where they offer market access, resources and 
skills, which are not possessed by the firm in-house. The 
strategies it pursues include subordinated/mezzanine, 
distressed debt, direct lending and structured debt 
finance funds.

Recent fund investments   Vintage year Current fund size

Lone Star Fund X 2017 $5.5bn

Strategic Lending (Credit I) 2015 €150m

GSO Energy Select Opportunities Fund 2015 $2.5bn
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LP GUIDE

5. GREATER MANCHESTER PENSION FUND     HQ: TAMESIDE, UK AUM: £22.5BN

The Greater Manchester Pension Fund was created in 
1974 following local government re-organisation. The 
administering authority at that time was the Greater 
Manchester County Council. On that body’s abolition 
in March 1986, responsibility for the fund passed first 
to the Greater Manchester Residuary Body and then, 
from 1 October 1987, to Tameside MBC. In July 2015, 
the pension fund committed £10 million to Enterprise 
Ventures SME Loans. The vehicle targets venture debt 
in the UK. In September 2016, the pension fund bought 
a portfolio of four loans from the North West Evergreen 
Fund.

Recent fund investments   Vintage year Current fund size

Barings Global Private Loan Fund II 2017 $1.3bn

Ares Private Credit Solutions 2017 $3.4bn

GSO Capital Opportunities Fund III 2015 $6.5bn

6. MERSEYSIDE PENSION FUND   HQ: LIVERPOOL, UK AUM: £8.15BN

The Merseyside Pension Fund, a local government 
pension scheme, is administered by Wirral Metropolitan 
Borough Council and provides pension services to 
employers, dependents, pensioners and deferred 
pensioners. It has invested in private debt globally across 
strategies such as unitranche, senior debt, distressed 
debt and subordinated debt, with a focus in the latter. 
The pension fund has also made several investments in 
the real estate debt sector, investing in two M&G funds. 
In March 2017, PDI reported that Merseyside  
had partnered with marketplace lender LendInvest on a 
£12 million loan supporting a real estate development in 
London’s Canary Wharf.

Recent fund investments   Vintage year Current fund size

Athyrium Opportunities Fund III 2016 $2bn

Orion Mine Finance Fund II 2016 $2.1bn

Athyrium Opportunities Fund II 2015 $1.2bn

The State Pension Fund of Finland was established in 
1990 to provide for the Finnish state’s future pension 
liabilities and to equalise pension-related expenditure. 
The pension fund manages the assets funded by 
pension contributions and portfolios from investment 
operations. It does not pay pensions to employers 
and employees but mainly covers the expenditure of 
the state budget by making annual reserve transfers 
to the state reserves to cover pension expenditure. 
The State Pension Fund of Finland has made a notable 
contribution to subordinated and mezzanine debt 
funds with a European focus. In June 2018, it allocated 
2 percent of its investment portfolio to private debt 
investments.

Recent fund investments   Vintage year Current fund size

Partners Group Private Markets Credit 

Strategies 2014

2014 $850m

Armada Mezzanine Fund IV 2014 €103m

7. THE STATE PENSION FUND OF FINLAND   HQ: HELSINKI AUM: €19.4BN
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8. SWISS INVESTMENT FUND FOR EMERGING MARKETS  HQ: BERN, SWITZERLAND AUM: $669.1M

The Swiss Investment Fund for Emerging Markets 
was established in July 2005 as a spin-off of the Swiss 
Confederation’s State Secretariat for Economic Affairs. 
SIFEM manages the investment portfolio of SECO 
and other private and public entities. It advises SECO 
on new investment opportunities and provides, on its 
behalf, long-term capital for private sector projects 
in developing and transitional countries. SIFEM is a 
member of Association of European Development 
Finance Institutions, Emerging Markets Private Equity 
Association and African Venture Capital Association. As at 
September 2016, SIFEM allocated 10.4 percent of its total 
investments to private debt.

Recent fund investments   Vintage year Current fund size

Abraaj Global Credit Fund 2017 $20m

Darby Latin American Mezzanine Fund III 2016 Not disclosed

Cambodia-Laos Development Fund II 

(CLDF II)

2015 $64m

9. ELO MUTUAL INSURANCE COMPANY   HQ: ESPOO, FINLAND  AUM: €23.4BN

Elo Mutual Insurance Company was established in 2014 
through the merger of Pension Fennia and LocalTapiola 
Pension. Elo is Finland’s third largest earnings-related 
pension company and the largest insurer of self-
employed persons. It is responsible for the future 
pensions of approximately 500,000 employees and 
self-employed persons and provides current pensions 
for about 217,000 pension recipients. Elo has been 
evaluating the private debt market since late 2014. The 
institution has mainly invested in subordinated/mezzanine 
debt funds focused on the corporate sector.

Recent fund investments   Vintage year Current fund size

Juuri Partners Fund I 2015 €81.5m

Mezzvest III Co-Investment 2015 €167m

Monroe Capital Private Credit Fund II 2015 $800m

10. LANCASHIRE COUNTY PENSION FUND   HQ: LANCASHIRE, UK AUM: £7.2BN

Lancashire Pensions Services is responsible for the 
administration of the Lancashire County Pension 
Fund, a local government pension scheme. It provides 
investment services and offers pension schemes and 
other investment solutions. As at March 2017, Lancashire 
County Pension Fund allocated 24 percent of its total 
investments to private debt.

Recent fund investments   Vintage year Current fund size

White Oak Summit Funds 2016 $1.30bn

Kreos Capital V 2016 €400.00m

LPFA Apollo Private Mandate 2015 £150.00m
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SPECIAL MAGAZINE OFFER:
Order your copy today quoting SUBBK15 and receive a 15% discount

INSIDE THE FUND MANAGEMENT FIRM
How to build and deliver operational excellence 

AVAILABLE NOW
Order this book today

Edited by Karen Sands of Hermes GPE, 
this compelling new title from PEI offers 
thought leadership on the key issues 
facing private fund firms, and usable best 
practice on how to navigate through them 
to deliver operational excellence.

CONTENT HIGHLIGHTS:

• Integrating ESG issues into the firm 
and investment processes.

• Blue Wolf Capital Partners recounts 
its operational growth story

• How to get the best operational 
staff onboard

• Navigating the new data regulation 
minefield

• Practical guidance on building 
cyber awareness

• Outsourcing intelligently – when 
to do it and how to manage the 
relationship with third parties

• LPs want evidence of operational 
best practice – discover the 
processes, information and 
documents they’ll be analysing


www.privateequityinternational.com/
inside-the-fund-management-firm/  


customerservices@peimedia.com
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Europe’s GPs are hungry for capital and US LPs have plenty to commit.  
But bringing them together means overcoming concerns about the way  
disparate regimes operate, writes PDI’s US editor Andrew Hedlund

A difficult pitch, but Europe 
needs US investors

There could be a big opportunity for 
European credit managers to find 
limited partners on the other side 

of the Atlantic. At least that’s what a poll 
of conference-goers at September’s PDI 
New York Forum would suggest.

Some 25 percent of investors polled 
said they planned to increase their allo-
cation to European private debt by more 
than 5 percent, while 31 percent said 
they don’t currently invest in these vehi-
cles. That’s a majority of investors present 
which are ripe ground for general partners 
seeking capital for a European debt fund.

Though admittedly an imperfect 
barometer, a swathe of US LPs was rep-
resented – public and corporate pension 
plans and insurance companies among 
them.

European funds were targeting $65.48 
billion in fresh commitments as of 1 July, 
according to PDI data. It’s not unreasonable 
to assume that a significant chunk of this 
might be accounted for by those new to 
the region. Before this happens, though, 
European credit managers will need to 
make sure US investors feel comfortable 
with supporting them – and the regimes 
within which they operate.

While the EU provides some pan-
regional frameworks, member states are 
still sovereign countries that have a patch-
work of laws and disparate economies. To 
state the obvious, Greece and Spain have 
a very different risk profile to France or 
Germany.

Even though each US state has a dif-
ferent economy – no one would confuse 
California with Iowa – circumstances are 
obviously different. The EU is not the 
United States of Europe, with a single set 
of unifying laws.

One area where this is prominent is in 
bankruptcy or insolvency proceedings. In 
the US, any business that fails and seeks 
court protection is guaranteed a shot at re-
organisation – if not a second life – under 
Chapter 11 bankruptcy statutes. But in 
France, for example, safeguard proceedings 
– a Chapter 11-esque procedure – func-
tion differently and creditors have differ-
ent rights than they would under Portugal’s 
Insolvency and Corporate Recovery Code.

All this may require a lot of hand-hold-
ing on the part of managers, but it could 
pay dividends. Some of the larger European 
managers are already blazing a trail in terms 
of winning commitments from US LPs for 
their vehicles.

The Maine Public Employees’ Retire-
ment System committed €100 million to 
the €6.5 billion Ares Capital Europe IV 
fund, while at least five US pension funds 
have pledged money to Intermediate Capi-
tal Group’s ICG Europe Fund VII, a mez-
zanine fund targeting €4 billion.

Some of the most sophisticated US LPs 
have made productive transatlantic moves. 
Now it’s time to cultivate relationships with 
those that haven’t yet hopped across the 
pond but – if our poll is any guide – may 
well be tempted.  n

25%
Proportion of investors that plan to 

increase their Europe allocation

Source: PDI New York Forum survey  

“EUROPEAN CREDIT 
MANAGERS WILL NEED TO 
MAKE SURE US INVESTORS 
FEEL COMFORTABLE WITH 
SUPPORTING THEM – AND 
THE REGIMES WITHIN 
WHICH THEY OPERATE”

OPINION 

CROSS-BORDER 



the global guide to private debt
The practitioner’s handbook to navigating the asset class

special offer to subscribers:
Order your copy today quoting SUBBK15 and receive a 15% discount
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customerservices@peimedia.com
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Edited by EPIC Private Equity, this guide is the 
most comprehensive and detailed publication on 
the private debt market available today, bringing 
together the latest views and opinions of 19 of the 
world’s leading practitioners. 
 
it will help fund managers: 

• Understand how LPs are constructing private 
debt allocations within their portfolios 

• Determine how best to structure the legal, 
taxation and financial terms of a private debt fund 

• Anticipate which strategies are likely to attract the 
most interest from LPs ...plus much more

available now
Order your copy today:
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SAID AND DONE  

THE LAST WORD

European perspective 
A look back at some notable quotes on the up and downs of the European market  
from the past 12 months 

“A rate rise – and the promise of more to come 
– should help sterling and take some of the 
inflationary pressure off consumers”  
Andrew Sentance, former member of the Bank 
of England’s Monetary Policy Committee, calls for 
higher interest rates in The Guardian newspaper 

“The top priority for Greek banks is to signifi-
cantly reduce the production of new NPLs, by 
improving their credit underwriting criteria, 
and to clean up their balance sheets” 
Daniele Nouy, chief supervisor at the European 
Central Bank 

“Subordinated debt is back, as the percent-
age of sponsored borrowers issuing new debt 
with senior-only structures is in decline” 
From a report by S&P Global Market Intel-
ligence showing that in Q1 2018 58.5 percent of 
European borrowers raised their financing solely 
in the senior loan market, compared with a peak 
of 77.5 percent in 2016 

“In Italy you’ve seen government bonds 
going from negative to positive in 10 min-
utes. There’s a feeling of Wild West about it 
and government bonds don’t look like safe-
haven, risk-free assets” 
Pietro Nicholls, a principal and investment 
manager at RM Funds, talking to PDI 

“This situation cannot continue, especially 
at a time of weakening economic growth” 
Christoph Rieche, CEO of lending platform 
Iwoca, commenting on UK finance data showing 
the number of approved business overdrafts in the 
UK has declined by nearly 30 percent since 2011

“Smaller enterprises, the backbone of the 
economy, are suffering under the weight of 
high costs, skills shortages and weak pro-
ductivity” 
Tej Parikh, senior economist at the Institute 
of Directors, on a business leaders’ survey it 
conducted that showed UK business confidence 
plunging to new lows 

“For a lot of investors in very 
long-dated infrastructure 
debt, for instance, rates 
matter but liability 
matching matters more”  
Deborah Zurkow, head of alternatives  
at Allianz Global Investors, on the prospect  
of interest rate increases

“Although not market-
wide, there are clear 
examples of increasing 
risk levels but in many 
cases returns do not 
reflect that yet. When 
they do it will be a 
shock. This is a buyer 
beware market where 
risk amnesia can be 
dangerous” 
Cyril Tergiman, partner, EQT Credit 


