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2023 Outlook – Private Debt   
New Landscape, New Opportunities

Capital at risk. The value of investments and the income from them may fall as well as rise and is not guaranteed. Investors 
may not get back the full amount invested.

Despite the changing macroeconomic backdrop we believe new opportunities are emerging for private lenders 
globally
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Main Takeaways

• Increased Return Potential - Higher rates have increased the return potential for private debt 

• Ongoing Opportunities from Banks - Private lenders are continuing to benefit from bank 
retrenchment 

• Investments in Defensive and Economically Resilient Sectors - Recessionary risks are resulting in 
different opportunities and considerations in deal selectivity

Global credit markets have experienced a turbulent 
2022. Russia’s invasion of Ukraine and a rapid rise in 
inflation and interest rates have altered the 
landscape for fixed income investors. Despite these 
challenges we believe private debt has held up well; 
perhaps the most obvious benefit being the higher 
return potential given the underlying loans are 
priced over base rates, which have risen in 
conjunction with interest rates. 

Looking ahead, we believe private debt globally 
continues to offer investors opportunities, with 
different regions providing their own idiosyncrasies, 
of which dedicated providers can take advantage. 

Lower Middle Market Appears Insulated

While there is a concern that higher rates may 
impact a borrower’s debt servicing capabilities, 
companies in the lower middle market (where our 
investments are focused) generally have lower 
leverage in comparison to their larger counterparts. 

While we expect not all corporate budgets will be 
fulfilled, that does not necessarily translate into 
covenant pressure and liquidity issues. Relatively 
strong companies in this segment are generally more 
insulated from recessionary risk and could benefit 
nicely once there are signs of economic recovery.
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For lenders in the lower middle market, banks are 
the main competitors. Yet a more cautious lending 
backdrop for banks on the back of recessionary 
fears, alongside the long-term underlying trend of 
broader bank retrenchment, is continuing to 
increase lending opportunities for private lenders. 
A lack of competition also means lenders can be 
increasingly selective and push through more 
conservative structures and better deal terms with 
regards to pricing.

3. Public Market Weakness Could Impact Demand for Private Debt in the Short Term

Private debt has remained relatively insulated from recent extreme public market volatility. This lack of 
volatility and private debt’s floating rate nature should continue to attract investor interest. Short term 
however, we may witness the so-called ‘denominator effect’ where private debt assets now represent a larger 
percentage of total assets under management in investor portfolios. This may result in a temporary slowdown 
in allocations as some investors rebalance their portfolios in favour of other asset classes.

Private Debt - Europe

2. Illiquidity Premium Likely to Return in 2023

The selloff in public market assets over the last 
twelve months has resulted in more attractive 
valuations. Although the illiquidity premium has 
shrunk recently, we believe this is likely to be a 
short-term theme. We expect the illiquidity 
premium within private debt will again become 
particularly attractive in 2023. 
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Key Themes

1. Increased Opportunities from Bank Retrenchment
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Private Debt - Asia Pacific

Andrew Tan
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Key Themes

1. Closure of Asia High Yield Bond Market

While global credit markets have felt the effects of 
rapidly rising rates and geopolitical issues, the Asia 
high yield bond market has had the additional 
turmoil of extreme turbulence in the Chinese 
property sector. As a result, it is extremely difficult 
for issuers to source funding in the public markets. 
Borrowers are instead turning to private lenders who 
can offer increased certainty of execution rather 
than play the lottery of uncertain technicals in 
publicly traded vehicles.

3. Borrowers Choosing Debt over Equity

With corporate valuations falling in line with depreciating credit and equity markets, private equity financing is 
proving to be increasingly costly for lower mid-market borrowers. Instead, we have seen borrowers turn to the 
private debt markets which they view as a less expensive ‘bridge’ to equity. Private credit is also seen as a 
more efficient form of capital that is less dilutive than raising equity in the current market. 

2. Banks Continue to Retreat 

In a similar trend to Europe, banks are also stepping 
back from the lending market in Asia. Real estate 
forms a cornerstone of bank lending in the region. 
With concerns about an impending recession and a 
tighter monetary policy environment, borrowing 
costs have risen. This has increased the stress on 
bank real estate lending portfolios and impacted 
banks’ general lending appetite. We have witnessed 
less bank appetite for club or syndicated deals, as 
their ability to distribute these transactions has 
become more challenged and banks are withdrawing 
from acting as syndicators. This has resulted in 
private lenders becoming direct beneficiaries in 
both the primary and secondary markets.
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Private Debt - US

Key Themes

1. Increasing Importance of Finance Network 

As interest rates have risen, so merger & acquisition 
activity has declined, making the competition for 
higher-quality companies even more intense than it 
has been historically. In such an environment, it is 
becoming increasingly important to have a strong 
network of financing partners to enable lenders to 
access and execute deals.

3. Contrarian Opportunities

While a weaker economy may impact some sectors, Muzinich continue looking at opportunities in companies 
where we can invest capital at low leverage within strong businesses which have durable value propositions -
companies with long-term secular trends unlikely to be impacted by an economic downturn. We are also 
looking for companies in certain pockets of the consumer discretionary sector that aim to offer resilient 
products with an inherent value proposition that can withstand fluctuations in economic cycles. 

2. Growing Focus on Deal Selectivity

We believe private debt is an all-weather asset 
class; it works in good times and bad. However, 
over the last decade or so the asset class has 
generally been through good or very good times, 
and we are now entering a period of 
macroeconomic uncertainty. This new environment 
is likely to favour private debt providers who have 
an intense focus on fundamental credit analysis and 
high deal selectivity. This will ensure that their 
portfolio companies can weather the storm. It will 
also benefit private lenders with deep expertise in 
certain deal types and the flexibility to do 
sponsored and sponsor less transactions. Such 
lenders will be able to potentially capture the best 
risk/reward opportunities during a time when 
competitors may pull back due to rising rates and 
higher defaults.

Michael Smith
Co-Head of Private Debt,  US



6

Conclusion - A Caveat of Caution 

Overall, while the macroeconomic growth outlook remains uncertain, the demand for private debt – from both 
an investor and borrower perspective – is likely to continue. As public market valuations recover, renewed 
flows into the asset class are likely. Higher yields and a lack of mark-to-market volatility should again prove 
compelling for investors seeking portfolio diversification. 

As we move into a new year and a potential recessionary environment, we see opportunities in companies in 
more defensive sectors as well as in those deemed more resilient to cyclical trends. However, across all 
regions, deal selectivity, structural and covenant protections, and prior experience in handling complexity will 
become increasingly key in navigating such an environment.

This material is not intended to be relied upon as a forecast, research, or investment advice, and is not a 
recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The 
opinions expressed by Muzinich & Co are as of January 2023 and may change without notice.
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Important Information 

Muzinich and/or Muzinich & Co. referenced herein is defined as Muzinich & Co., Inc. and its affiliates. Muzinich views and 
opinions.  This material has been produced for information purposes only and as such the views contained herein are not to be
taken as investment advice. Opinions are as of date of publication and are subject to change without reference or notification to 
you. Past performance is not a reliable indicator of current or future results and should not be the sole factor of consideration 
when selecting a product or strategy. The value of investments and the income from them may fall as well as rise and is not 
guaranteed and investors may not get back the full amount invested. Rates of exchange may cause the value of investments to 
rise or fall. Emerging Markets may be more risky than more developed markets for a variety of reasons, including but not limited
to, increased political, social and economic instability; heightened pricing volatility and reduced market liquidity.

Any research in this document has been obtained and may have been acted on by Muzinich for its own purpose. The results of 
such research are being made available for information purposes and no assurances are made as to their accuracy. Opinions and
statements of financial market trends that are based on market conditions constitute our judgment and this judgment may prove
to be wrong. The views and opinions expressed should not be construed as an offer to buy or sell or invitation to engage in any 
investment activity, they are for information purposes only.

This discussion material contains forward-looking statements, which give current expectations of a fund’s future activities and 
future performance. Any or all forward-looking statements in this material may turn out to be incorrect. They can be affected 
by inaccurate assumptions or by known or unknown risks and uncertainties. Although the assumptions underlying the forward-
looking statements contained herein are believed to be reasonable, any of the assumptions could be inaccurate and, therefore,
there can be no assurances that the forward-looking statements included in this discussion material will   prove to be accurate.
In light of the significant uncertainties inherent in the forward-looking statements included herein, the inclusion of such 
information should not be regarded as a representation that the objectives and plans discussed herein will be achieved. Further,
no person undertakes any obligation to revise such forward-looking statements to reflect events or circumstances after the date 
hereof or to reflect the occurrence of unanticipated events.

United States: This material is for Institutional Investor use only – not for retail distribution. Muzinich & Co., Inc. is a registered 
investment adviser with the Securities and Exchange Commission (SEC). Muzinich & Co., Inc.’s being a Registered Investment 
Adviser with the SEC in no way shall imply a certain level of skill or training or any authorization or approval by the SEC. 

Issued in the European Union by Muzinich & Co. (Ireland) Limited, which is authorized and regulated by the Central Bank of 
Ireland. Registered in Ireland, Company Registration No. 307511. Registered address: 32 Molesworth Street, Dublin 2, D02 Y512, 
Ireland. Issued in Switzerland by Muzinich & Co. (Switzerland) AG. Registered in Switzerland No. CHE-389.422.108. Registered 
address: Tödistrasse 5, 8002 Zurich, Switzerland. Issued in Singapore and Hong Kong by Muzinich & Co. (Singapore) Pte. Limited, 
which is licensed and regulated by the Monetary Authority of Singapore. Registered in Singapore No. 201624477K. Registered 
address: 6 Battery Road, #26-05, Singapore, 049909. Issued in all other jurisdictions (excluding the U.S.) by Muzinich & Co. 
Limited. which is authorized and regulated by the Financial Conduct Authority. Registered in England and Wales No. 3852444. 
Registered address: 8 Hanover Street, London W1S 1YQ, United Kingdom. 2023-01-03-10013
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