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Direct lending reigns supreme despiterisks
Private Debt Investor | December 4, 2019

DIRECT LENDING DOMINANCE

Regarding private debt, how much capital do you plan to invest in the following strategies in
the next 12 months compared with the previous 12?

Other

Venture debt

Structured finance
Specialty finance
Mezzanine/subordinated

Distressed/special situation

Direct lending
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® Invest more capital m Keep investment amount the same
Invest less capital | Invest opportunistically (no set allocation)

Source: PDI LP Perspectives Study, 2020

A plurality of LPs plan on committing more to the strategy than any other credit product, our annual investor
poll found.

More covenant headroom, wider credit spreads and a mountain of capital: that’s how LPs view not just for the
upper mid-market or the broadly syndicated market, but all segments of mid-market finance.

Even so, they continue to embrace the strategy, as our annual LP survey, PDI Perspectives 2020, found once
again. When asked about an array of credit strategies and investment plans in the coming year, a plurality of
respondents said they plan to deploy more capital into direct lending.

As we come to the end of the market cycle, direct lenders are sitting in a prime position. When credit markets
freeze up, spreads will gap out and documents will become tighter. It's what is being done now though that gives
some pause.

The appeal of the strategy, most closely associated with senior debt, is clear. It's a yield play, comes with the
inherent protection of being first in the repayment pecking order and an illiquidity premium makes up for the
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non-tradeable nature of the position.

Multiple European LPs at our PDI Capital Structure Forum in London voiced scepticism of the strategy’s risk-
adjusted return. Investors may get additiona yield, but the question comes in whether the risks are worth that
additional premium; for some the answer was no.



