Turning from crisis to
opportunity in 2021
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Antares Capital’s David Brackett and Vivek
Mathew tell Private Debt Investor how they
weathered the storm of 2020 and plan to strive
ahead post-pandemic
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Investors see a second wave of covid-related economic stress as
the greatest short-term threat to their portfolios
Unsurprisingly, investors are almost unanimous in
identifying the risk of a double-dip recession in
their core markets as the key threat for 2021

What three factors will have the greatest impact on performance over the next
12 months? (%)
Recession in core markets 83%
Covid-19 outbreak 68%
Extreme market valuations 51%
US-China trade war 33%

We’ll have to wait until the late part of this year for
real economic recovery. One focus for us is to make
sure our borrowers have sufficient liquidity to
manage through the ebbs and flows that we’re
inevitably going to experience in the months
ahead, and the flexibility from a financing
standpoint to execute in an uncertain environment
David Brackett

Availability of leverage in alternative investment
markets 16%
Social unrest 16%
Cybersecurity threat 8%
Impact of the UK’s exit from the EU 6%
Threat of higher inﬂation 6%
Natural disasters 5%
Source: Private Debt Investor’s LP Perspectives 2021 Study

But investors are largely sanguine about the performance of
private debt
The resilience of the asset class has impressed
investors, with significantly more LPs expecting
private debt to exceed its benchmarks compared
with a year ago

Even prior to the pandemic, we were seeing capital
flow towards private debt in a very meaningful
way. Investors had already been looking under the
hood in this asset class quite a bit. And then, when
the pandemic hit, private debt performed
incredibly well
Vivek Mathew
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Distressed debt is enjoying a major boom as a result
of the pandemic
Investors are rushing to meet surging demand for
emergency loans. Some 38 percent plan to invest
more in distressed debt this year
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It will be interesting to see how big that
opportunity ends up being. We saw a severe
dislocation during the depths of covid, but the
snap-back has been surprising as well. In our space,
private equity sponsors have provided credit
support, which has really helped from a credit
perspective
Vivek Mathew
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Investors are refusing to press the panic button on deal structures
The sudden shock of covid raised questions over
how robustly deals were structured. But only a
fraction of investors appear to be concerned
We have found that this moment has
provided us with a massive opportunity
to deploy capital on favourable terms
with established borrowers

Conﬁdence in deals being structured sensibly enough to withstand a downturn
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Typically, loan terms become more
attractive following a period of
dislocation, so it has been a good time to
lean-in on deals
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Source: Private Debt Investor’s LP Perspectives 2021 Study
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Market conditions favour managers with a proven track record
In a volatile environment where traditional due
diligence is much harder, LPs prefer to stick with
managers that can draw on established
relationships

Almost three quarters of the deals we do come
from our existing portfolio, so we benefit from
incumbency and knowing these companies. It’s not
like we’re trying to get our heads around the
business model or asking if this management team
has ever operated in a leveraged environment
before. We already know the answers
David Brackett

Just 6% of LPs are 'more likely' to invest with ﬁrst-time managers over the next year
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Lockdown has forced managers to rethink core processes
Many of the traditional methods of carrying out
due diligence are off-limits, while building
relationships with investors is more difficult in the
absence of face-to-face contact

Credit decisions, in some ways, are easier at this
point in time, because the pandemic and the
ensuing economic challenges have tended to
expose flaws within business models. What’s
difficult is access. In the past we had the ability to
visit companies in person and look management in
the eye

Willingness to use digital alternatives to traditional methods

Take a ﬁrst GP meeting virtually? 92%

8%

Conduct due diligence entirely virtually? 67%

33%

Commit to a new manager's fund without ever
meeting face to face? 52%

48%

Yes

David Brackett
Source: Private Debt Investor’s LP Perspectives 2021 Study
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Scrutiny of ESG factors is becoming an increasingly central part of
due diligence
Social issues were front of mind in 2020, with 88
percent of investors using ESG factors to evaluate
managers and four-fifths considering diversity at
the GP level

We’ve seen a lot more questions on ESG from LPs
as debt investors recently. LPs want to understand
our thought process on ESG; they want to see a
mindfulness around ESG factors. As a purposedriven organisation, we welcome that – we’re
interested in making money, but we’re also
focused on how we make money
Vivek Mathew
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Despite the near term uncertainty, overall the outlook for private debt
remains strong

Reflecting on what we experienced in
an incredibly turbulent 2020 – despite
an unprecedented decline in the
economy, our portfolio held up very
well. Our borrowers have been
incredibly resourceful, flexible and
aggressive in how they’ve managed
this situation. Their resilience gives us
comfort and confidence, despite
uncertainty in the near term
David Brackett

If investors can increase their yield,
but feel like it’s more of a liquidity
premium rather than a risk premium –
which I think is how they’re feeling
around private debt – then global
capital is going to continue to flow
towards this asset class
Vivek Mathew

Click to read on
For more on our discussion with Antares Capital, check out the complete Q&A here.
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