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Foreword

Overall, 2017 has delivered another strong 
set of results for the private debt market 
and it continues to evolve at a rapid pace. 
Investors have an unprecedented number of 
funds and strategies to choose from, catering 
to a wide range of risk/return profiles.  

The narrative is still relatively bullish: almost 
two-thirds (63%) of the professional 
investors surveyed by Intertrust for this report 
expect the private debt market to grow over 
the next 12 months, up from 60% last year.  
Of these, a fifth (21%) expect a significant 
increase over 2018. 

Private debt has been one of the biggest 
success stories to emerge from the global 
financial crisis as opportunistic managers 
filled the vacuum left by the retreat of the 
traditional banks. According to Preqin, assets 
under management in private debt funds 
have increased fourfold over the last decade 
to $595 billion at the end of 2016 and 

it forecasts that it could grow to $2.5 
trillion in another ten years.

Despite this long-term, positive view, 
short-term fundamentals in private  
credit markets may be weakening.  
Credit spreads are tightening, evidence 
that investors are prepared to climb 
the risk curve without a corresponding 
increase in return expectations. Preqin’s 
median net internal rate of return for 
direct lending funds established in 2010-
14 dipped from 10.6% for the 2010 
vintage to 7.6% for 2014 funds.

Nevertheless, the drivers behind the 
sector’s extraordinary growth remain 
largely in place, fuelled by global 
economic and GDP growth. As this  
report highlights, significant opportunities 
in the market remain and sentiment 
towards certain sectors and strategies  
is highly favourable.

Paul Lawrence 
Global Head of Fund Services 
Intertrust



43

Private sector pension funds and 
insurance companies are viewed  
as the most active investors in  

private debt going forward  
(cited by 59% and 55% of 
respondents respectively).

63% of investors said they  
thought the private debt market  

will grow over the next 12 months – 
of this, 21% said the market  

will grow ‘significantly’.

Highlights

Infrastructure is expected to  
attract the highest levels of 

investment from private debt  
funds within the next two years.

36% of investors plan  
to increase their allocation  

to private debt over the  
next 12 months. 

Direct lending is considered the most 
favourable private debt fund strategy 
among institutional investors over the 
next 12-24 months (cited by 55%). 

Regulation is the biggest  
challenge facing the direct lending 

market over the coming years,  
say 61% of respondents. 

22% of respondents said their  
private debt investments have 
exceeded expectations in the  

last three years – up from 15%  
in Intertrust’s 2016 survey.

Private debt market

The private debt market has rapidly grown in recent years and sentiment towards it is, generally speaking, very favourable. Following the 
success of our private debt survey last year, Intertrust once again commissioned research among 80 investment professionals to quantify 
attitudes towards the sector and highlight some of the key issues and opportunities.

The results of the survey are listed in more detail in the following chapters; listed below are some notable take-aways:

The ever-present threat of banks is 
interesting as we believe this could be one 
of the key challenges in 2018/19 as rates 
inevitably creep upwards and banks decide 
whether to re-enter the market. Of course, 
a further consequence of rising rates is the 
increased risk of large default events for 
private debt funds across their portfolios.

Regulation will continue to impact the 
sector. Respondents see regulation 
as the biggest challenge facing the 
direct lending market over the coming 
years, but more sensible regulation 
(i.e. regulation of the lending, not the 
lender) would, in our view, be a positive 
development for the sector. It will also be 
interesting to see how different countries 
evolve the regulation of the private debt 
sector as it continues to grow.

The fact that private debt is seen very 
clearly as a standalone asset class is 
significant. We believe this is driven 
primarily by the move from mezzanine 
debt towards direct lending which 
brings with it a raft of direct regulations 
and keeps the asset distinct from 
equity classes.

The investment strategy for private debt is 
still driven by asset-backed portfolios such 
as real estate or infrastructure. We believe 
this reflects the larger deal size of these 
investments and is, therefore perhaps, 
unsurprising. While we expect this to not 
change substantially going forward, what 
is less clear to us is how managers will 
increase private debt exposure to other 
assets such as technology, health care and 
SMEs in the search for enhanced returns.

The results show that the market has 
become more established – performance 
expectations have dropped though there  
is also more appetite for private debt 
in 2018. This is equally true with other 
alternative asset classes due primarily,  
we believe, to increased competition  
and the dry powder effect.
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Market dynamics – a positive backdrop

According to Preqin’s Private Debt Quarterly 
Update (Q3 2017)3, 22 private debt funds 
reached a final close in Q3 2017, totalling 
$23 billion in capital commitments. Of 
these, 12 were North America-focused 
funds, securing $11 billion in aggregate 
capital, five were Europe-focused funds 
raising a total of $6.9 billion, while five funds 
targeted Asia & Rest of World, bringing in an 
additional $5.3 billion.

Direct lending funds accounted for 44% 
of all capital secured by private debt funds 
closed in Q3 2017 raising $10.1 billion, 
the largest portion of all fund types. 

As at September 2017, private debt 
managers held $214 billion in dry powder, 
up $18 billion from December 2016. 
Distressed debt funds continue to hold the 
most dry powder ($71 billion) of any private 
debt strategy.  However, the value of private 
debt dry powder as a proportion (36%) of 
total buyout dry powder is the lowest figure 
since December 2011.

12 North American = $11 billion

5 European = $6.9 billion

5 Asian/rest of world = $5.3 billion

Private debt fund secured capital

$10.1
billion

$214
billion

Private debt managers dry powder

$71
billion

Distressed debt funds dry powder

36%

Total buyout dry powder

44%

Funds raised

Research findings

Investor allocation 
 will increase

How is your allocation to private 
debt likely to change in the next 
12 months? 

Private debt has  
exceeded expectations

Have your investments in private debt 
fallen short, met or exceeded your 
expectations in the last three years? 

Private sector pension funds, 
insurers, Sovereign Wealth Funds

Which of the following private debt  
fund strategies will be most favoured 
among institutional investors over the 
next 12 – 24 months?

• 36% of investors are likely to increase 
their allocation to private debt in 
the next 12 months. 19% said that 
they would increase their allocation 
significantly, while 31% said it would 
remain the same.

• Just 6% said their allocation  
will decrease.

• 22% of investors said their investments 
had exceeded expectations – this 
compares to 15% in Intertrust’s 2016 
private debt survey.

• Only 9% reported investments as 
having fallen short of their expectations.

• Investors believe private debt funds will 
be considered most attractive to private 
sector pension funds (cited by 59%), 
insurance firms (55%) and Sovereign 
Wealth Funds (48%). 

• Over half (55%) of investors said that 
direct lending will be the most favoured 
private debt fund strategy among 
institutional investors over the next 12-
24 months – the same as 2016.

• Infrastructure debt, real estate debt and 
credit-focused special situations were 
also cited as favoured strategies.

19%

17%

31%

3%
3%
27%

It will increase significantly

It will increase slightly

It will remain at about the 
same amount

It will decrease slightly

It will decrease significantly

Don’t know

“A possible 
consequence of 
rising interest rates 
is a growing risk of 
large default events 
for private debt 
funds across  
their portfolios.”

“One of the key 
findings is that 
private debt is seen 
very clearly as a 
standalone asset 
class, driven primarily 
by the move from 
mezzanine debt 
towards direct 
lending.”

3%
19%

13%

9%

56%

Exceeded expectations 
dramatically

Exceeded expectations 
moderately

Met expectations

Fallen short of expectations 
moderately

Don’t know

55%

52%

45%

30%

27%

24%

15%
9%
6%

Direct lending

Infrastructure debt

Real estate debt

Credit-focused special 
situations

Distressed debt

Mezzanine

Venture debt

Collateralised Loan Obligation

Direct lending fund of funds
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Infrastructure will attract  
most capital 

Which of the following sectors will  
attract the highest levels of investment 
from private debt funds within the next 
two years?  

Private debt will continue  
to expand 

How much do you expect the  
private debt market to grow over  
the next 12 months? 

Regulation remains  
a challenge

What are the biggest challenges facing 
the direct lending market in your region 
over the coming years? 

• Investors believe infrastructure will be 
the sector that attracts the highest  
level of investment from private debt 
funds within the next two years (55% - 
up from 36% in our 2016 private  
debt survey).

• 48% of investors believe commercial 
real estate will attract the second 
highest level of investment from  
private debt funds.

• Technology (36%), healthcare  
(36%) and SME finance (27%)  
make up the top five.

• 63% of the professional investors 
surveyed said the private debt market 
will grow over the next 12 months. 
21% think it will grow “significantly”  
and 42% “slightly”.

• 3% said they expect it to shrink.

• Regulation is the biggest challenge 
facing the direct lending market –  
cited by 61%.

• Fee pressure is second, at 48% (up 
substantially from 28% in 2016).

• Delivering a strong performance is  
third, at 30%.

Spotlight: a growing threat from traditional banks?

Traditional banks remain a competitive 
threat to the private debt industry. Cheap 
capital has meant lenders – often with 
deeper balance sheet strength – can 
offer relatively competitive terms. If the 
regulatory landscape softens in 2018 and 
traditional lenders decide to lend more,  
the impact on the private debt market 
could become more material.

‘Balance sheet strength’ and ‘competitive 
borrowing rates and conditions’ were 
cited as the most significant long-term 
advantages that traditional banks have  
over private debt managers – cited by  
64% and 62% of respondents respectively.

Other advantages were monitoring 
resources (55%), loan origination 
infrastructure (48%), the experience of 
teams (42%) and an ability to adapt to 
changes in the debt cycle (37%).

This year’s survey commissioned by 
Intertrust also asked about the resilience of 
the private debt market against a rate rise 
of between 0.5% to 1% in 2018. Many 
commentators believe that most major 
central banks will either tighten or remove 
support in 2018, led by the Federal  
Reserve in the US. 

The good news is that respondents  
believe that the private debt market is 
resilient to rate rises – 79% overall believe 
this to be the case, with 9% saying the 
sector is ‘extremely’ resilient and 55%  
saying ‘moderately’ resilient. Just 12% said 
they thought the market will not  
be resilient, however. 

One interesting area for discussion is what 
will happen if the global financial recovery 
fizzles out. While many commentators 
are forecasting a strong year for global 
growth and economic activity, others are 
less bullish. If the economic recovery loses 
momentum, distressed fund managers may 
be well-positioned to take advantage of 
current overly lenient terms.

1 
Most 
advantages

2 3
Neutral

5
No advantage 
at all

4

19%

34%

16%

16%

10%

9%

7%

6%

13%

45%

28%

39%

32%

32%

28%

23%

22%

12%

26%

31%

32%

29%

42%

31%

45%

41%

31%

7%

4%

7%

6%

6%

19%

19%

22%

19%

3%

3%

13%

10%

10%

13%

6%

9%

25%

Balance sheet strength
Competitive borrowing rates and conditions

Monitoring resources
Loan origination infrastructure
Experienced teams

Ability to adapt to changes in debt cycle

Yield
Long term commitment to borrowers
Ability to offer non-standard debt e.g. mezzanine

Which areas do traditional banks have the biggest long term market advantages over 
private debt managers? 

“One of the key challenges in 2018/19 will be 
traditional banks escalating their presence and 
disrupting the sector with competitive rates.” 

55%

48%

36%

36%

27%

24%

24%
12%
12%
6%
6%
6%

Infrastructure

Commercial real estate

Technology

Healthcare

SME finance

Residential real estate

Manufacturing

Shipping, transport and 
distribution

Trade finance

Aviation

Leisure, retail and consumer

Other 

21%

42%

30%

3%
4%

It will grow significantly

It will grow slightly

It will remain at about the 
same size

It will shrink slightly

Don’t know

61%

48%

30%

30%

30%

24%

21%

18%

15%
15%

Regulation

Fee pressure

Fund raising

Delivering a strong 
performance

Conflict of interest perception 
for direct lenders that are also 
providing equity

Resurgence in bank lending

Developing a sustainable 
sourcing network

Maintaining a low cost of 
capital over the long term 
versus the traditional banks

Valuations

Ability of direct lenders to 
match the strength of bank 
balance sheets
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Looking ahead

Private debt managers should look forward 
to another strong year, albeit one in an 
environment of increasing competition. 
Driven by growing investor demand and 
macro-economic tailwinds, the sector has 
evolved into a sizeable, influential asset 
class in its own right - and as such, will 
continue to attract more managers.

The underlying strength of the global 
economy will play a significant role 

in shaping the competitive lending 
landscape and, therefore, the 
opportunities for the private debt  
industry in 2018. 

Given the market fundamentals, what  
has become important is working with 
the right service providers – ones with  
an unparalleled understanding of the 
sector and how best to structure and 
administer a fund. 

Methodology

• Research was carried out in Q4 2017 
by Citigate Dewe Rogerson on behalf 
of Intertrust using data from Preqin.

• 80 responses were gathered from 
private debt and private equity 
professionals in the UK, Continental 
Europe, North America, Africa, Asia 
and The Middle East.

venture capital.  The structures and  
systems we implement can help you  
meet your regulatory and reporting 
obligations with confidence.  

Our client list includes some of the largest 
and most experienced fund managers in 
the world, as well as some of the most 
dynamic and skilful venture capital groups.

For further information, please visit:  
www.intertrustgroup.com

2,500 employees 39 offices 28 jurisdictions

Intertrust is a leading global, high-value 
fund, trust and corporate services provider, 
headquartered in Amsterdam, with  
2,500 employees located throughout a 
network of 39 offices in 28 jurisdictions 
across the globe.

Your partner in fund services

We have expertise in all asset classes 
including: private debt, private equity, 
infrastructure, real estate, hedge and 

Another strong year ahead
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