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Over the past decade, private credit providers have quietly increased 

their market share with borrowers forced to seek alternatives to 

traditional bank lenders. As COVID-19 continues to exacerbate 

corporate financial duress globally, tighter lending terms from 

traditional lenders and a reduction in active players in the market 

indicate significant future opportunities for private debt lenders. 

 

Although US leveraged loan defaults spiked in July 2020 to levels not seen since 2015, default rates remain 

comfortably below the Global Financial Crisis peak of 10.8% in November 2009. Some industries have been hit 

worse than others, with energy sector as the largest contributor to defaults since the beginning of 2020. This is 

primarily due to bankruptcy filings from overleveraged drillers after the OPEC-Russia fallout.  

 

It is important to note, though, that 75% of defaults across 2020 have been in industries other than energy; retail 

has been hit especially hard by the COVID-19 pandemic. Stabilization is expected in 2021 as vaccination 

programs start to take effect. 

  

Alternative lenders can take comfort from the magnitude and speed of fiscal and monetary support schemes 

implemented in response to the pandemic. In May 2020, the downgrade-to-upgrade ratio of leveraged loans 

reached 43.2, or five times the highs of the Global Financial Crisis. By July, the ratio had rapidly dropped to 7.9. 

Although this figure remains higher than any other month between the GFC and start of the COVID-19, it is a 

key indicator that stability has been brought back into the system.  
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Source: JP Morgan, figures through May 2020 

 

Overall conditions in Europe have also been buoyed by a stable and rapid governmental response to the 

pandemic. For the European private debt market, deal volume for H1 2020 was down 40% year on year. 

Interestingly, Europe has outraised North America in H1 despite this drop, while distressed debt dry powder 

remains a smaller percent of the market than in 2007. 

 

Deal activity is expected to pick up in 2021 as private equity firms continue to sit on record dry powder. With 

Europe’s GDP forecast to shrink by 8% in 2020 and ongoing financial duress projected for portfolio companies, 

private credit providers anticipate significant opportunities on the horizon.  

 

 
Source: Private Debt Investor: Fundraising Report H1 2020 

25%

15%

8% 8% 8%
6% 6%

4% 4% 4% 4%

8%

Defaults Contribution by Sector:
High Yield & Leveraged Loans

21,8 21,3

18,6

1,0 0,4

0

5

10

15

20

25

Multi-region Europe North America Asia-Pacific Latin-America

C
ap

it
al

 r
ai

se
d

 (
$

b
n

)

Capital raised by region H1 2020



Petiole Asset Management AG | Private markets made accessible 3  

 

Economic recovery from the COVID-19 pandemic has been characterized by a sharp V-shaped rebound. 

Demand for private credit remains strong thanks to the reluctance of local banks to lend to mid-market 

corporates and the latter’s preference for the higher cost of debt over equity dilution.  

 

Aggregate capital raised for Asia-focused private debt funds has more than doubled from $3.5 billion in 2016 to 

$8.4 billion in 2019. The number of Asian private credit funds has also risen steadily in recent years, hitting a 

high of 38 at the start of 2020. AUM has increased consistently over the past six years, more than doubling from 

$27 billion at the end of 2014 to $57 billion at the end of 2019, indicating the considerable momentum behind 

the Asian private credit market.  

 

 
Source: Preqin Global Private Debt Report 2020 

 

 

After a decade of mounting competitive pressures and borrower-friendly terms, the economic fallout from the 

global pandemic promises to create enticing opportunities in the private debt market. 

 

Economic and structural terms have improved, with spreads increasing by 100-300 bps versus pre-COVID-19 

pricing depending on leverage and credit, and covenants coming back in force. As a result, private debt offers 

investors attractive spreads versus traditional fixed income instruments and is now widely recognized as a 

powerful capital solution for mid-market companies going through rapid growth, a turnaround or acquisition 

that risk-averse banks are currently unwilling to provide. Competition has also reduced significantly across the 

private debt market lending space as general partners are turning their attention to liquidity issues within their 

portfolio companies. 
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Momentum remains particularly strong in the Asian private credit market thanks to the region’s swift handling 

of the COVID-19 pandemic. In Europe record dry power held by private equity funds is forecast to boost deal 

activity in 2021. The region outraised the US in H1 2020, indicating a market resilience which bodes well for 

future growth. We expect to see attractive opportunities in particular in secured second lien financing to middle 

market companies with strong equity cushions and opportunistic mezzanine financing in leveraged buyouts. 
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This article was issued by Petiole Asset Management AG (“PAM”) on January 12, 2021 and is provided to you for informational and 

marketing purposes only, and contains proprietary information that may not be reproduced, distributed to, or used by, any third parties 

without PAM’s prior written consent. Although all information and opinions expressed in this article were obtained from sources believed to 

be reliable and in good faith, no representation or warranty, express or implied, is made as to their accuracy or completeness.  

 

The information contained herein is not a substitute for a thorough due diligence investigation. Past performance is not indicative of and 

does not guarantee future performance. Exit timelines, prices and related projections are estimates only, and exits could happen sooner or 

later than expected, or at a higher or lower valuation than expected, and are conditional, among other things, on certain assumptions and 

future performance relating to the financial and operational health of each business and macroeconomic conditions. 

 

PAM makes no representation or warranty, express or implied, with respect to any statistics or historical or current financial data, whether 

created by PAM through its own research or quoted from other sources. With respect to any such statistics or data delivered or made 

available by or on behalf of PAM, it is acknowledged that (a) the investor takes full responsibility for making its own evaluation of the 

materiality of the information and the integrity of the quoted source and (b) the investor has no claim against PAM.  

 

To the extent this article contains any forecasts, projections, goals, plans and other forward-looking statements, such forward-looking 

statements are inherently subject to various parameters, most of which are difficult to predict and many of which are beyond PAM’s control 

and may cause actual performance, financial results and other projections in the future to differ materially from any projections of future 

performance, results or achievements expressed or implied by such forward-looking statements. Investors should not place undue reliance on 

these forward-looking statements. PAM undertakes no obligation to update any forward-looking statements to conform to actual results or 

changes in PAM’s expectations, unless required by applicable law. 
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