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The European lower mid-market offers attractive returns for direct lenders

Private market returns comfortably outperform publicly traded creditSmaller companies provide diverse opportunities 

that allow you to build a more selective portfolio 

than at the larger end of the spectrum – with 

higher returns too

The biggest attraction is the ability to be selective. 

The lower mid-market offers a much broader range 

of opportunities and is less competitive, so we are 

able to build the portfolio of our choice. In times of 

crisis and dislocation or uncertainty, that is even 

more important. 

*Excludes potential deductions for differential credit losses and fees

Source: Cliffwater LLC

Available risk premiums* in direct US mid-market loans (Q3 2021)

16

14

12

10

8

6

4

2

0

Risk-free rate
(T-bills)

Broadly syndicated
loans

Directly originated,
upper mid-market

Non-sponsor
borrowers

Lower mid-market Second lien,
subordinated debt

0.1%

4.1%

2.6%

2.2%

1.8%

3.4%

14.2

C
u

rr
e

n
t 

yi
e

ld
 (

LT
M

) 
(%

)



Europe has significant opportunities 
beyond the three main markets...

Total deals across Europe

The UK, France and Germany remain out in front in 

terms of deals but other parts of Europe are 

gaining ground

The Benelux region is very attractive, particularly in 

sponsorless situations, and Italy and Spain are smaller 

markets with interesting opportunities. Banks in the 

Nordics act most like direct lenders, with a lot of 

flexibility, so there are good opportunities but the 

banks are competitive and can be difficult to 

circumvent

Source: Deloitte Alternative Lender Deal Tracker Autumn 2021

UK 36%

France 24%

Germany 12%

Other European 28%



26% 24% 20% 17% 5% 4%

Business, infrastructure and professional services Technology, media and telecommunications Financial services

Healthcare and life sciences Consumer goods Retail Manufacturing Other

... but the UK remains especially attractive because of its broad range of sectors

Total UK deals across industries

Within the UK, the business services and TMT sectors 

have been the dominant users of alternative lending

Geographically, we find the UK interesting: 

there has been acute consolidation of the 

banking sector, so banks are less competitive 

and there are attractive sectors, such as software 

and services. It is not easy to find those 

opportunities in Europe, but it is easy to scale 

those companies from the UK into Europe.

Source: Deloitte Alternative Lender Deal Tracker Autumn 2021
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Direct lenders continue to gain market share against traditional bank finance 
in Europe

Bank market share of leveraged buyout volumes 
Banks accounted for more than 70% of European 

leveraged buyout volumes in 2008 but now account 

for less than 20% of deals

Over the last three years, there has been a lot 

more focus from some of our competitors on 

growing their presence in Continental Europe. 

Many jurisdictions are benefiting from that 

education effort around the benefits of direct 

lending versus traditional bank finance and that 

is translating into strong growth.

Source: LCD European Review



Sponsorless companies can generate far better risk-adjusted returns

Sponsor-backed companies are looking to achieve a capital-efficient structure and the best equity returns; sponsorless 

companies raising finance are focused on business growth

We are generating far better risk-adjusted 

returns in the sponsorless market, where we see 

lower risk, lower leverage, lower loan-to-value 

and better structures leading to better returns. 

The lower mid-market has less competition and 

so we can work in partnership with the 

companies that we finance, giving good 

visibility and an enhanced ability to assess any 

challenges

60%
of Kartesia's 
exposure today is 
into sponsorless 
companies



For more on our discussion with Kartesia, check out the complete Q&A here.

Read on
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