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Foreword - Ryan Flanders, Preqin

Sixteen private debt funds reached a fi nal close in Q1 2016, securing a total of $8.3bn in commitments globally. The vast majority 
of capital raised is focused on opportunities in North America and Europe, with funds focused on these regions each collecting 
$4.1bn. North America-focused funds saw an increase in distressed debt fundraising, while direct lending was the main draw for 
Europe-focused funds. As a result, these strategies account for the majority of capital secured by private debt funds globally in Q1 
2016, with distressed debt funds raising $4.3bn and direct lending funds collecting $2.0bn.

Although 2016 may be off to a slower start compared with 2015, 265 private debt funds are currently in market, targeting an 
aggregate $130bn, suggesting that fundraising has the potential to pick up later in the year. Investor appetite for the asset class 
remains strong: 62% of investors planning new commitments will be looking at direct lending vehicles, while 59% will be seeking 
mezzanine opportunities. North America and Europe are likely to attract the bulk of capital again, with 67% of active investors 
planning to target each region. 

Additionally, with $186.5bn in dry powder across the industry at the end of Q1, there is a growing impetus on managers to put 
capital to work on the back of several strong fundraising cycles, suggesting activity within the industry will be strong. 

In this edition of the Preqin Quarterly Update: Private Debt, we feature an exclusive interview with Jeremy Ghose of 3i Debt 
Management, which looks at the current state of the private debt market in both the US and Europe where the fi rm has decades of 
experience in private lending. We hope you fi nd this report useful, and welcome any feedback you may have. For more information 
please visit www.preqin.com or contact info@preqin.com. 
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Data Source:

Private Debt Online is the leading source of data and intelligence on the growing private debt industry. This comprehensive 
resource tracks all aspects of the asset class, including fund managers, fund performance, fundraising, institutional 
investors and more.

Constantly updated by our team of dedicated researchers, Private Debt Online represents the most complete source of 
industry intelligence available today, with global coverage and all fund managers and investors profi led.

For more information, please visit: www.preqin.com/privatedebt
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Private Lending in the 
US and Europe

- Jeremy Ghose, Managing Partner and CEO, 

3i Debt Management

In a surprising move for many, the European Central Bank 
(ECB) cut interest rates to zero, with Draghi indicating 
rates would remain low for a while. What does that mean 
for your business in the near and longer terms?

I think you are right; it took everyone by surprise in terms 
of the quantum by which Draghi extended QE, and also his 
decision to extend the asset base to cover investment-grade 
corporate debt. So what does it mean for us? I think it is very 
positive news for our business in the medium and long term. 
The reason is we are seeing new pension funds and insurance 
companies – although I would say more pension funds – 
looking to invest in the loan asset class. As you know, they 
continue to have liabilities which they must meet, and given 
that a number of economies are facing negative interest rates, 
that really drives them to look for current yield. Our products 
are one of the ways they can address this. Frankly, there are 
not many asset classes today where one could generate a 
4-6% current yield with relatively low volatility of returns. As 
a result, we are seeing more pension funds looking to invest 
particularly in countries like Germany. Looking back, they 
were not typically investors in loans as an asset class, so this 
is a big change.

Given the lack of yield in the traditional credit markets, 
you mentioned you are seeing new investors entering 
the loan asset class. How steep is the learning curve for 
them to understand the credit risk of the loans market as 
opposed to some of your more traditional alternatives or 
traditional credit products? 

That is a good question, and there are two ways I would 
like to answer it. One is that many of them are guided by 
consultants, so they are largely driven by the consultant’s 
report and advice. What we are beginning to see is that the 
consultants are starting to add loans and private lending 
strategies as a recommended asset class allocation. We have 
been approaching these consultants for the last two or three 
years, and in the last six months or so, we have begun to get 
much more traction. 

Secondly, there are a large number of pension funds and 
insurance companies that do not use consultants to guide 
them, and we often fi nd they are more fl exible and able to make 
decisions more quickly. They are now beginning to look at our 
asset class, although we have been educating them for the 
last three to fi ve years. I can remember many conversations I 
have had with CIOs and CEOs of pension funds, where I had 
to explain the fundamentals of a loan asset investment. That 
process has been going on for several years, but we are just 
beginning to see the fruits now.

How are investors allocating to the loan asset class and 
how do you see the risks in your market currently? 

Most investors such as pension funds allocate from either 
their “alternatives” or “fi xed income” buckets. When allocating 

from alternatives they are quite happy to lock up capital but 
tend to look for an illiquidity premium and focus on more 
private or mid-market lending strategies. When allocating 
from fi xed income they are switching away from more liquid 
investment-grade or high-yield assets. They need liquidity 
so tend to look at our open-ended funds where they have 
the option to come out of the investment with a short notice 
period.  So, it really depends which bucket within the pension 
fund you are marketing to or from as to which allocation they 
are looking to invest.

On risks, one point to note is that, clearly, we are in a bifurcated 
market. When the Fed was in QE mode, all was well for the 
credit markets in the US; now we are really benefi tting from 
the ECB printing money, because whenever the central bank 
does that, we fi nd that it helps to buoy the credit markets in 
general. I said bifurcation because in the US, as you know, 
QE stopped a while ago, whereas the ECB has just increased 
its level of QE, so we are going to continue to benefi t from 
that. That brings me onto the default cycle. 

In the credit markets we see a credit cycle every six to eight 
years. Over the last 30 years plus that I have been in the 
industry, we have seen that occur as night follows day. The 
US is very much in late cycle – clearly the trigger for this 
were the energy company defaults that we experienced over 
the last few months. Depending on where China and the oil 
price comes out, our feeling is that the defaults will continue 
to rise in the US market, and the big question is whether that 
contagion spreads from energy and energy-related markets to 
other industry segments, be it utilities, retail, commodities and 
so on. We are watching that very carefully in the US market. 

When I look at Europe it is a completely different story. Energy 
and energy-related exposure in general portfolios is less and 
we do not see the default rate rising in the near term. Usually, 
in the past, Europe has followed the US with a six-month, 
maximum nine-month, lag, but this time I think it is going to be 
different because the central banks are behaving in different 
ways in different jurisdictions with their money printing. This 
really means that the default cycle in Europe gets pushed out 
to 2017-18.

Since we are close to the point, now that we are talking 
about default rates and the potential for that spreading, 
can you maybe talk about recovery rates?

Even if we look at the last 10 years, we have seen loss rates 
remain low for this asset class. If I look back at Europe, from 
2006 to 2015, the Credit Suisse Western European Leveraged 
Loan Index will indicate a loss rate of 1.7%, and fortunately, 
ours has been substantially lower. If I look at the US market 
since 2006 to date, the CS Index loss rate has been around 
1.2%, a little lower than Europe. Over this period default 
rates have been running at around 2.5% per annum in the 
US and just over 3% in Europe. So we are seeing recovery 
rates on average in a 50-60% range over the cycle and in 
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that sense, there is substantial evidence of capital erosion 
being protected. With regard to 3i Debt Management, we are 
really only focused on the ‘senior secured’ part of the capital 
structure. We are not active in mezzanine and we do not 
do unitranche deals. We are very much focused on ‘senior 
secured loans’, which has led to us having lower loss rates 
than the market. 

Which industry segments do you focus on?

I think it is fair to say that we are in 25-30 different industry 
segments and sub-segments today and that has not changed 
in the last few years. So the portfolio diversifi cation that 
we have is really granular. We are across the board in the 
industries; we did have some limited energy or energy-related 
exposure in our portfolios which we are managing through but 
strongly believe in portfolio diversifi cation. Overall the loan 
market has signifi cantly less energy exposure than the high-
yield market. 

How different is your due diligence process when 
focusing on liquid, syndicated markets versus lower to 
middle market opportunities? Keeping in mind your prior 
statement of focusing on the top of the capital structure.

Whether it is syndicated or middle market, we take due 
diligence very seriously. Typically, we would have access 
to a sponsor’s due diligence pack which we would look 

at, but on top of that, we have substantial experience and 
expertise internally, having been investing in loans for a very 
long time. We will have a lot of information and knowledge 
on those companies that we have lent to in the past. So I 
say to our investors that before we invest, we are effectively 
doing a double set of due diligence. Typically, the companies 
that we see are also refi nancing quite regularly, so we do 
see companies come back to the market that we may have 
invested in fi ve or even 10 years ago. Perhaps we missed out 
on their last fi nancing, or perhaps we like the look of a new 
capital structure and we will go back in to a new deal. So we 
are really trying to use all of the experience we have built up 
in those different industry segments and the black box-type 
information that we have gathered over our three decades of 
experience. We do not really differentiate between syndicated 
or middle market; although clearly with middle market the risks 
are higher as we commit a larger amount and the loans are 
more illiquid so we are not able to get out of them as quickly 
as the syndicated market, but the level of due diligence is 
highly detailed and thorough in both cases.

3i Debt Management

3i Debt Management is a global credit management 
business with over $11.5bn of assets under management. 
It specializes in the management of third-party funds 
which invest primarily in non-investment-grade fl oating 
rate debt issued by European and US companies.

The business has a highly experienced team of 
investment professionals, with offi ces in London, New 
York and Singapore. 

3i Debt Management’s core objective is to achieve 
consistent outperformance for investors by careful asset 
selection and dynamic portfolio management. 

www.3i.com

Jeremy Ghose

Jeremy Ghose is CEO & Managing Partner of 3i Debt 
Management. Jeremy is a member of the Executive 
Committee at 3i plc. Jeremy joined the Company in 
2011 following the acquisition of Mizuho Investment 
Management (MIM) from Mizuho Corporate Bank, a 
company he founded whilst at Mizuho.

Prior to joining 3i, Jeremy was with Mizuho Corporate 
Bank (formerly The Fuji Bank) since 1988. Jeremy was 
the founder of Mizuho’s Leveraged Finance business in 
1988 and the founder of the third-party independent fund 
management business in 2005. A veteran of leverage 
loans and M&A markets, Jeremy has 30 years of relevant 
experience globally.
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Fundraising in Q1 2016

The fi rst quarter of 2016 saw 16 private debt funds reach a fi nal 
close, securing an aggregate $8.3bn in capital commitments 
(Fig. 1). This is $1.3bn lower than the previous quarter, and 
substantially less than the $26.1bn secured in Q1 2015. 

Direct lending funds account for seven of the 16 vehicles 
closed in the fi rst quarter, with $2.0bn committed to the strategy 
(Fig. 2). Distressed debt funds collected the most capital in the 
quarter, with $4.3bn raised across just three vehicles. Three 
mezzanine funds reached a fi nal close, securing $1.6bn.

Europe- and North America-focused funds closed in Q1 2016 
each secured the same amount of capital at $4.1bn, although 
11 North America-focused funds closed compared with just four 
that focus on European opportunities (Fig. 3). No Asia-focused 
funds closed during the fi rst three months of 2016. 

Private debt funds closed in Q1 2016 took an average of 21 
months to reach a fi nal close, which is notably longer than the 
16 months for funds closed in 2015 (Fig. 4).
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Fig. 1: Global Quarterly Private Debt Fundraising, 
Q1 2013 - Q1 2016

Source: Preqin Private Debt Online
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Source: Preqin Private Debt Online
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Preqin’s Private Debt Online contains detailed information on all aspects of the fundraising market. Profi les include 
information on target, interim and fi nal close sizes, strategy, geographic focus, known investors and more. 

For more information, please visit: www.preqin.com/privatedebt
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Institutional Investors in 
Private Debt

Preqin’s Private Debt Online currently tracks more than 2,000 
active investors in the asset class. Fig. 1 shows the 10 largest 
institutional investors in private debt, which have a combined 
current allocation to the asset class of $69bn. Of these fi rms, 
fi ve are US-based pension funds, led by private sector pension 
fund TIAA-CREF, the largest global allocator to private debt 
with $25.9bn allocated. Partners Group, a Switzerland-based 
private equity fund of funds, follows TIAA-CREF with $5.8bn 
earmarked for private debt. 

According to Private Debt Online, 62% of investors interested 
in private debt will target direct lending strategies in the coming 
year – the largest proportion for any strategy – followed 
by mezzanine (59%, Fig. 2). Half of investors are targeting 
distressed debt funds, while special situations opportunities 
are being sought by 29% of investors in private debt. Nine 
percent and 6% of investors plan to target funds of funds and 

venture debt vehicles in the next 12 months, respectively; 
niche strategies are typically targeted by fewer institutions 
than the four main fund types. 

As shown in Fig. 3, North America and Europe are both 
targeted for investment by the same proportion (67%) of 
investors. Together, these regions account for the majority of 
private debt activity, as they are the most mature private debt 
and structured credit marketplaces available to large-scale 
investors. Europe has seen rapid growth in direct lending 
fundraising in the past year, placing European alternative 
lending investments on par with US-based funds. The Asia-
Pacifi c region is being targeted by more than a quarter (27%) 
of investors, followed by emerging markets (22%). Fifteen 
percent of investors are seeking private debt opportunities in 
other regions around the world. 

Fig. 1: 10 Largest Investors in Private Debt Globally by Current Allocation

Investor
Current Allocation to 

Private Debt ($bn)
Investor Type Location

TIAA-CREF 25.9 Private Sector Pension Fund US

Partners Group 5.8 Private Equity Fund of Funds Manager Switzerland

African Development Bank 5.3 Bank Ivory Coast

New York State Teachers' Retirement System 5.2 Public Pension Fund US

California Public Employees' Retirement System 
(CalPERS)

5.0 Public Pension Fund US

Netherlands Development Finance Company (FMO) 4.6 Government Agency Netherlands

KB Insurance 4.6 Insurance Company South Korea

Florida State Board of Administration 4.4 Public Pension Fund US

IFM Investors 4.1 Asset Manager Australia

New Jersey State Investment Council 4.1 Public Pension Fund US

Source: Preqin Private Debt Online
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Fund Performance and 
Dry Powder

Median net IRRs for distressed debt vehicles vary considerably, 
from 15.2% for 2008-2009 vintages to 2.9% for 2012-2013 
vintages, as shown in Fig. 1. Direct lending funds follow a similar 
trajectory: 2008-2009 vintage funds’ 14.4% median net IRR 
is more than double 2012-2013 vintages’ 6.9%. Considering 
the typical long-term view of private debt-style funds, it is 
unsurprising to see the lower relative fi gures reported for the 
most recent vintage funds, as performance typically picks up 
later in a fund’s investment period. The shorter and fl atter return 
cycle expected of the mezzanine fi nancing structure is shown 
in Fig. 1, with a minimal 0.4% difference between vintage years 
2008-2009 and 2012-2013. 

The risk/return profi le of distressed debt stands out among 
various other private debt and private equity fund types for its 10-
year track record of strong risk compensation, having achieved 
the second highest median net IRR and third lowest standard 
deviation for vintage 2003-2013 funds (Fig. 2). Mezzanine funds 
have maintained the lowest level of risk out of the strategies 
featured, earning steady, if relatively modest, returns. 

As of March 2016, private debt fund managers have $186.5bn 
in capital available, according to Private Debt Online. Dry 
powder fi gures have generally risen since 2006, outside some 
pockets of fundraising turbulence in 2009 and 2012 (Fig. 3). The 
direct lending segment has the highest total dry powder levels 
($64.5bn) among private debt strategies. Distressed debt has 
the second highest amount ($56.6bn) of dry powder available, 
bolstered by strong fundraising throughout 2015. 

North America-focused private debt funds have consistently 
maintained the highest levels of aggregate dry powder, relative 
to funds focused on other geographic regions, growing from 
$52.6bn in December 2006 to $115.9bn in March 2016 (Fig. 
4). Europe-focused dry powder grew substantially in recent 
years, reaching $58.3bn in March 2016, up from $24.9bn in 
December 2012, an increase of 134% in just over three years. 
Asia-focused dry powder has grown to $9.1bn, matching the 
record high of December 2013. 
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Preqin Private Debt Online

With global coverage and detailed information on all aspects of the private debt 
asset class, Preqin’s industry-leading Private Debt Online service keeps you up-to-
date on all the latest developments in the private debt universe.

Source new investors for funds 

Find the most relevant investors, with access to detailed profi les for over 2,000 
institutional investors actively investing in private debt, including information on 
their current fund searches and mandates, direct contact information and sample 
investments.

Identify potential investment opportunities

View in-depth profi les for over 1,900 unlisted private debt funds, including information 
on investment strategy, geographic focus, fundraising progress, service providers 
used and sample investors.

Find active fund managers in private debt

Search for fi rms actively targeting private debt investments. View information on key 
contacts, fi rm fundraising and performance history, and applied strategies of the fi rm.

Analyze the latest private debt fundraising activity

See which fi rms are currently on the road raising a private debt fund and which will 
be coming to market soon. Analyze fundraising over time by fund type, manager 
location and regional focus, and conduct competitor analysis.

Benchmark performance

Identify which fund managers have the best track records, with performance 
benchmarks for private debt funds and performance details for over 650 individual 
named funds.

View detailed profi les of service providers

Search for administrators, placement agents and law fi rms active in the private debt 
industry by type and location of funds, and the managers they work with.

Find out how Preqin’s range of private debt products and services can 
help you:

www.preqin.com/privatedebt
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If you want any further information, or 

would like a demo of our products,

please contact us:

New York:

One Grand Central Place

60 E 42nd Street 

Suite 630, New York

NY 10165

Tel: +1 212 350 0100

Fax: +1 440 445 9595

London:

3rd Floor

Vintners’ Place

68 Upper Thames Street

London

EC4V 3BJ

Tel: +44 (0)20 3207 0200

Fax: +44 (0)87 0330 5892

Singapore:

One Finlayson Green, #11-02

 Singapore 049246

Tel: +65 6305 2200

Fax: +65 6491 5365

San Francisco:

One Embarcadero Center

Suite 2850

San Francisco

CA 94111

Tel: +1 415 316 0580

Fax: +1 440 445 9595

Hong Kong:

Level 9, Central Building

1-3 Pedder Street

Central, Hong Kong

Tel: +852 3958 2819

Fax: +852 3975 2800

Manila:

Pascor Drive

Sto. Niño

Parañaque City

Metro Manila 1700

Philippines

Email: info@preqin.com

Web: www.preqin.com


