Financing Markets: A Look Into 2020
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In 2019, middle market lending was characterized by heavy competition and favorable
market conditions for borrowers. This environment has persisted for several years, with
many lenders commenting they can’t see how the market can get more aggressive...
and then it does. However, 2020 could be a pivotal year on several fronts.

FUNDRAISING FOR DIRECT LENDING IS FINALLY COOLING OFF

Middle Market Private Debt Fundraising
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Following several years of growth and an all-time-record in 2018, fundraising for
middle market debt funds has moderated. Beneath this data, established platforms
are getting larger and new, smaller funds are facing a more challenging fundraising
environment.
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A BIFURCATION IN THE
MARKET HAS EMERGED, Spread Gap Between Lower-Rated and Higher-Rated Loans

BASED ON CREDIT QUALITY
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level in 10 years. In the upper end of the
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ANEW ERA: THE LENDER Private Debt Dry Powder

UNIVERSE IS SHIFTING
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As the chart shows, despite the recent 300.0

slowdown in fundraising, dry powder in 261.3
private debtis near an all-time high. In 250.0 238.9
2019, direct lenders began putting this
capital to work on much larger deals. 198.6 206.6
The occurrence of $500 million - $1 billion 2000 185.6
loans being executed by private credit ? 1664
funds as club deals in the private market . 150.0
accelerated in 2019, especially in the
second half of the year. Changes in the
behavior of market participants including 100.0
retail loan mutual funds, CLOs, and even
rating agencies, has ushered in a new
. 50.0
era of large deals being led by non-bank
lenders. Given the size and breadth of
today’s private debt funds, as well as the

advantages of a private/club execution Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19
versus a broadly syndicated financing Pregqin
process, these changes are likely here to

stay. This ongoing shift of market share taking place in large deals will likely create a “ripple effect” that will play out during 2020
in the traditional and lower ends of the market. As financing providers jockey for position looking to grow in new segments of
the market, it will be increasingly important for sponsors and borrowers to spend more time in the coming year deepening their
understanding of the financing market and lenders’ capabilities.
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For other perspectives, visit us at www.lincolninternational.com/perspectives.
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