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Analyst 

  

 

As the Federal Reserve ditches the term "transitory" and turns more 

hawkish, private debt has been brought into the spotlight. What value can 

this asset class play in a portfolio? 

 

What is Private Debt? 

 

Private debt, or private credit, is an advancement of capital to a private borrower who has obligations to make interest 

payments on the borrowed sum and repay the principal capital back at predetermined maturity period. It can be classified 

into direct lending, mezzanine debt, distressed debt, special situation debt, and venture debt. 

 

The debt is usually secured and has ample protections/covenants in place. Furthermore, the debt is also tailored to the 

requirements of the borrower, making it relatively illiquid when compared to public market debt. 

 

Private debt’s growth in popularity consequently led to its global AUM to increase by more than 4 folds over the past 

decade. 
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The Borrowers 

 

The borrowers in the private debt market tend to be small & medium-sized enterprises, having an EBITDA in the range 

of $3-100 million, the many of them go into the private debt market without a public credit rating. 

 

When companies have liquidity needs and don’t have access to the public capital markets, private lenders would step in 

quickly with amendments. During the first wave of the COVID crisis in 2020, many private lenders helped companies 

that were at risk of breaching financial maintenance covenants, solidifying private debt's reputation as “bear market 

capital” - available in times of turmoil but at a price. 

 

The Lenders 

 

The lenders are asset or investment managers through multiple lending vehicles, i.e. BDCs, private debt funds, CLOs, or 

mutual funds. Private debt funds historically targeted institutional investors, but a growing number of asset managers 

are now expanding to accredited individual investors. 

 

Private Debt vs High Yield 

 

Private debt offers several advantages over its public market counterpart (High Yield), such as floating rate, lower 

volatility, stronger covenants, and better monitoring rights. This comes, however, at lower liquidity and the need for a 

more resource-intensive due diligence process. 

 

Nonetheless, Private Debt/Direct Lending continue to offer significantly higher yields especially when compared to their 

public market counterparts including high yield debt. 
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Borrower Perspective 

 

The demand for private debt has grown since the global financial crisis of 2008 as banks reduced their lending 

activity to small- and medium-sized enterprises.  As an aftermath of the global financial crisis, a series of new 

regulations, such as Basel III and Basel IV, required banks to increase their capital basis, tighten underwriting 

standards, and generally enhance reporting.  

This drove banks to become more risk-averse, shrinking their balance sheets and narrowing their lending 

products as they struggled to make money. 

 

With increased bank reluctance to hold leveraged credit on their balance sheets, non-bank lenders or private 

lenders stepped in to fill the void and meet the need of borrowers like businesses with negative EBITDA or 

in the midst of restructuring. Furthermore, private debt providers can be flexible with their loan structures 

vs. rigid bank lending terms. 
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Investor Perspective 

 

The past decade has been characterized by low interest rates; people were looking for yield outside the traditional fixed 

income asset class. A conservatively managed, well-diversified private debt portfolio offered investors a viable 

alternative to fixed income. Private debt has become more and more attractive to investors for several reasons: 

 

1. Attractive Risk/Reward - Investors in private debt receive a return/yield premium over traditional fixed income 

assets. This excess return is often referred to as an “illiquidity premium” and is primarily driven by the 

complexity involved in originating, underwriting, structuring, and exiting private debt investments. 

 

2. Diversification Benefits - Private debt can offer exposure to a wide range of sectors, such as real estate, 

infrastructure, or corporate financing.  

 

3. Better Recovery Values - Around 95% of bonds issued on the public market are unsecured, i.e. not backed by 

assets that can be sold in case of default. By contrast, private debt is often secured, thus reducing the risk for 

investors. Recovery values for private debt are generally much higher than those of the public market (private 

corporate debt has a recovery value of around 80% compared to 50% for an unsecured public corporate bond). 
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Persistent supply chain issues, China's Zero COVID policy, pent-up consumer demand, and commodity price swings on 

the back of the Russo-Ukrainian conflict have injected huge inflationary pressures that the U.S. Federal Reserve adopted 

a more hawkish stance to contain these pressures. 

 

The squeeze on traditional fixed income is unlikely to abate, which positions private debt as a valuable component in a 

portfolio due to its resilience against rising rates and inflation. 

 

• Floating Rate Loans - In a rising rate environment, floating rate loans are highly attractive as income can rise 

along with interest rates. Private debt usually has a floating rate which limits both interest rate and duration 

risks that are inherent to public fixed income. 

 

• Flexible Deals - Since private debt is often a result of direct negotiations between the lender and the borrower, 

the managers/lenders can generally negotiate better protections, e.g. call protections, covenants, etc., making 

the asset class more defensive in such a volatile environment. 

 

• Less Volatility - Private debt has been experiencing less volatility as it is not traded on public markets and 

because valuations are generally based on the fundamentals of borrowing companies, allowing private loans to 

offer attractive returns. 

 

 

The private debt market still has considerable room to grow, and more investors are anticipated to continue allocating 

to private debt strategies for their unique characteristics. 

 

As part of Petiole's diversified private market investment programs, we have been harnessing private debt's potential 

over the past years. 

 

Contact our expert team today to find out more about how private debt can be valuable to your investment requirements. 
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This presentation was issued by Petiole Asset Management AG (“PAM”) on June 4, 2022 and is provided to you for informational 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. 

 
This presentation is not intended for citizens or residents of the United States of America or “US Persons” as that term is defined in “Regulation S” of 

the US Securities Act of 1933. If any, no investment products presented here are permitted for sale under the Securities Act of 1933 or any other 

regulation applicable in the United States. Accordingly, no investment product may be offered or sold directly or indirectly in the United States of 

America to residents and citizens of the United States of America or to “US Persons”. 

 
All information, figures, calculations, graphs and other numerical representations appearing in this presentation have not been audited and may be 

subject to change over time. Furthermore, certain valuations (including valuations of investments) appearing in this presentation are subject to change 

as they may be based on either estimates or historical figures that do not reflect the latest valuation. Although all information and opinions expressed 

in this presentation 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. The performance data do not take account of the commissions and costs incurred on 

the issue and redemption of units. 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 presentation 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. 

 
PAM makes no representation or warranty, express or implied, with respect to any financial projection or forecast. With respect to any such projection 

or forecast delivered or made available by or on behalf of PAM, it is acknowledged that (a) there are uncertainties inherent in attempting to make 

such projections and forecasts, (b) the investor is familiar with such uncertainties, (c) the investor takes full responsibility for making its own evaluation 

of the adequacy and accuracy of all such projections and forecasts so furnished to it and (d) the investor has no claim against PAM. 

 
This presentation represents a summary of certain information, the full terms of which are contained in a Private Placement Memorandum that should 

be reviewed for a more complete understanding of the investments and their risks. In addition, this presentation does not constitute and should not 

be construed as investment advice, tax or legal advice, an offer to sell, or a solicitation to buy, any instrument or other financial product, nor does it 

amount to a commitment by PAM to make such an offer at present or an indication of PAM’s willingness to make sure an offer in the future. 

 
Petiole Asset Management AG is a company limited by shares with registered address at Bahnhofstrasse 64, 8001 Zurich, Switzerland and is authorized 

as investment manager by the Swiss Financial Market Supervisory Authority FINMA. 

 
All rights reserved. Copyright © 2022 Petiole Asset Management AG 


