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While private debt is firmly embedded in the US and Europe, the asset class is 

playing catch up in the Asia Pacific region, offering a raft of potential 

opportunities for investors looking for higher yields and protection from 

interest rate risk.
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Fig.1 Breakdown of Small and Medium-Sized Enterprises in Asia Pacific

Sources:1 -Asia Pacific Economic Cooperation (APEC) Policy Support Unit Report titled: Overview of the SME Sector in the APEC Region: Key 

Issues on Market Access and Internationalization as of April 2020. 2 - McKinsey, Asia Pacific Banking Review, 2019. SMEs are those with EBITDA 

range between USD$5-50 mn. 3 - Asian Development Bank, The Role of SMEs in Asia and their difficulties in accessing finance, December 2018. 

4 - Private Credit in Asia Report 2020 by Alternative Credit Council.
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The Asia Pacific region is home to around 150 million small and medium-sized 

enterprises (SME).1 However, disproportionately, they only benefit from 

approximately 20% of all bank lending. In a similar vein to the US and Europe, Asia 

middle-market companies are underserved by lenders due to regulatory changes. 
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Post-Pandemic Financing Need

A joint report released in 2017 by the International 

Finance Corporation (IFC) and SME Finance Forum 

estimated that SMEs in Asia face a funding gap of around 

US$2trillion, a sum we believe is likely to increase due to 

the global pandemic. 2

We are focused on the middle market (i.e., companies 

with EBITDA of between USD$5-50mn) and where we 

believe there is less competition with a greater ability to 

get better deal terms and covenants. 

In this segment, we are seeing a reduction of risk appetite 

by banks to make new loans to middle-market companies 

along with an increased willingness to dispose of existing 

non-core, middle-market loans. 

We are encountering middle-market companies who are 

either not able to get bank financing, or only short-term 

working capital financing from banks. In the case of the 

latter, such financing is typically only made available 

when they allow the banks to take security against 

accounts receivables from their largest, most credit 

worthy international customers.

These companies are not able to get term financing for 

growth, capital expenditure, business expansion or 

acquisition, or even to help turn their business around. 

This is where private debt from alternative lenders comes 

in to fill the lending gap, with the ability to provide term 

financing in the 2-5 year tenor range to help these 

companies reach their growth potential. 

We believe there is a raft of opportunities for specialist, 

middle-market lenders. Pipelines appear healthy, and we 

expect we will continue to see good supply dynamics for 

new middle-market loans across the region. We are 

already seeing an increase in companies considering 

private debt as a financing alternative. 

This is not just as an alternative to traditional bank 

lending, but even as a cheaper alternative to raising equity 

capital, especially for example with entrepreneurs who 

might not be as willing to dilute their holding in a 

company. 

There is also the opportunity to replace existing bank 

lending to SMEs where the banks are looking to exit, not 

for credit reasons, but due to requirements to reduce risk 

and increase return on risk weighted assets (RWA). 

Middle-market companies tend to take up more regulatory 

capital and therefore drag down the return on RWA 

calculations for banks. 

We believe private debt can bridge this funding gap and 

the asset class is starting to gain traction in the region. In 

2020, the Asia Pacific private debt assets under 

management totaled US$65.6bn versus US$595.6bn in the 

US and US$289.5bn in Europe.3

Overall, we have seen a 15% per annum growth rate in 

private debt AUM in the region since 2014. We expect this 

trend to continue and for growth to pick up further, 

similar to the experience in Europe and the US.

Asia Pacific versus US and Europe

There are differences in the Asia Pacific region compared 

to the US and Europe. Firstly, the Asia Pacific private debt 

market is still in the early stages of its growth trajectory, 

therefore, in our opinion, there is less competition, and it 

is more fragmented. 

Local funds are focused on specific markets while 

international funds, not specialised in Asia, are only 

looking for larger deals.

In terms of structures, we generally aim for a security 

package which is a combination of shares and hard assets 

that are at times complemented by corporate or personal 

guarantees. 

There is also room for collateral top-up mechanisms where 

lenders require more collateral or cash to maintain a 

minimum of, for example, 2.5x collateral coverage on our 

lending. 

The overarching theme is to be able to make use of 

structures to mitigate some of the perceived risk in Asian 

jurisdictions. In Asia, we have seen covenant discipline, 

particularly financial covenants.
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Source: Preqin, as of May 2021.  Reference to $ is USD.

Fig. 2 - Asia Private Debt AUM, 2008 to Sep-2020
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Covenant-lite transactions are not usual practice. We also 

typically have review events in place should anything 

unusual arise such as a potential loss of a major contract 

or customer, where we can work with the company early 

on to find a solution. 

Net Leverage Ratios tend to be in the 3-5x EBITDA range. 

The average tenor of the loan is also shorter at around 2-3 

years compared to 5-7 years in Europe/US. CAPEX cycles 

are generally shorter in Asia, allowing us to incorporate 

principal amortizations into the structures. 

In the jurisdictions in which we operate, liens and the 

enforcement of collateral is possible. 

Environmental, Social and Governance 

Considerations

As lenders, we believe it is critical to have an in-depth 

understanding of the risks and opportunities facing the 

businesses to which we lend. 

This is as much about the financial circumstances of a 

business as the way it manages environmental, social and 

governance (ESG) factors. We believe companies with 

robust governance structures and policies, with engaged 

workforces, and the ones which manage their 

environmental impacts well are more likely to be 

financially resilient over longer time horizons.

Historically, while a certain degree of ESG consideration 

has likely been part of most lenders’ due diligence 

procedures, ESG due diligence and ongoing monitoring is 

only now coming to the fore as a key element of best 

practice. 

ESG considerations in Asia Pacific middle market 

companies are not always straight forward to comprehend 

and are typically context specific. 

With patience and careful diligence, we work on applying 

ESG frameworks such as the Sustainability Accounting 

Standards Board (SASB) Materiality Map to identify the ESG 

issues most relevant to financial performance in specific 

industries.

Questions we ask as part of our diligence for example are: 

Does the business have good strong financial and operating 

controls? Will the sponsor be introducing an independent 

chairman? Does the company have robust backup 

procedures or disaster recovery plans, and how is the 

company addressing local environmental laws? 

Our findings are summarized into an ESG scorecard to 

cover ESG considerations that can include transparency 

and accountability, anti-bribery and corruption, climate 

change, environmental degradation, employee 

engagement and welfare, equitable stakeholder 

interactions, diversity and inclusion and any UN 

Sustainable Development Goals that would specifically be 

supported by Company actions/measures. 

These findings are incorporated into our investment 

memorandums and are key items in investment committee 

decision making in the Asia Pacific. 

Conclusion: Financing Gap Creates Opportunities

The Asia Pacific region is home to a large and growing 

middle market with an estimated US$2 trillion financing 

gap.4

Private debt is still in its early stages of growth and is 

therefore less competitive than the US and Europe, 

offering the opportunity to take advantage of a 

fragmented and underserved market. 

The region can offer good credit quality and collateralised 

security packages, and we believe we can look to achieve 

higher, risk-adjusted returns than other regions. 

Risks can be mitigated with transactions having good 

covenant protection and deals being shorter dated. 

Overall, we believe the private debt opportunity in Asia 

looks set to continue its growth trajectory and we 

continue to see a lot of demand from companies and 

sponsors seeking financing. 

All things considered, over a year into the COVID-19 

pandemic, we are seeing a number of good 

opportunities emerge from several themes: the 

middle-market funding gap, banks de-risking, certain 

sectors being able to reposition their business in 

response to COVID-19 conditions, and even some 

benefiting from this unfortunate event. 

We believe that it is a potentially attractive time to 

start deploying capital into the private debt markets 

to capture these opportunities that have emerged to 

achieve what we believe compelling risk-adjusted 

returns in Asia Pacific. 
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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 June 2021 

and may change without notice.

1. Asia Pacific Economic Cooperation (APEC) Policy 

Support Unit Report Titled: Overview of the SME Sector 
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Internationalization as of April 2020. 

2. International Finance Corporation (IFC) World Bank 
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Important Information
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independently verified by anyone at or affiliated with Muzinich and Co., its accuracy or completeness cannot be 

guaranteed. Risk management includes an effort to monitor and manage risk but does not imply low or no risk. 
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