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(Corporate) Private Debt 

What is (Coporate) Private Debt? 

The definition of private debt (PD) is not consistently defined. In most cases, the loan supply by 
non-banks without any involvement of the capital market is understood as private debt. "Privately 
placed bonds" are also used to describe private debt. In this context, it is initially irrelevant to 
whom the loan is granted and for what purpose. In the case that companies are financed, it is called 
corporate private debt. This type of loan supply, also known as direct lending, allows institutional 
investors to participate in the market for small and medium enterprises (SME) loans, e.g. via a 
credit fund, without having to set up a separate credit department for credit assessments. They 
also avoid being classified as a bank themselves and subsequently being subject to the extensive 
requirements of the German Banking Act. In addition to corporate financing, the term PD also 
includes infrastructure, real estate, aircraft, and trade financing, provided that a credit fund or non-
bank provides these loans. Another form of financing that is currently being developed for smaller 
credit volumes is peer-to-peer lending, which enables companies to borrow through dedicated 
online intermediaries. 

What forms of (Corporate) Private Debt exist? 

The risk-return profile of private debt depends not only on the purpose of the financing, but above 
all on the loan tranches selected. Credit funds invest either in purely senior debt, in 
junior/subordinated debt  (offering higher returns), or in unitranches. The latter are a mixture of 
senior and subordinated tranches. Further determinants of the risk-return profile are region, 
currency, maturity, interest rate risks, collateralisation of the respective loans, and of course, the 
creditworthiness of the borrowers. Recently, environmental, social, and corporate governance 
aspects (so-called ESG criteria) have also become increasingly relevant in the selection process. 
When investing in corporate PD, a distinction is made between numerous asset classes that can be 
categorised as strategies for either capital preservation or yield enhancement:  

Performing Loans  

The category performing loans consists of direct lending to financially stronger companies through 
a credit fund. Financing is provided, for example, for company acquisitions or operational growth. 
This form is the category that has grown most strongly in recent years.  

Distressed Debt (Non-Performing Loans) 

The category distressed debt refers to financing for companies with liquidity bottlenecks or 
defaulting credit terms. This may be due to, for example, restructuring measures that result in a 
temporary deterioration in creditworthiness. 

Special Situations  

Special situations include unusual liquidity burdens that can occur in companies. Usually, these 
situations are not associated with non-servicing of debt as is in the case of distressed debt, but 
they require a significantly higher or faster deployment of debt capital. However, this additional 
debt is often so high that it cannot be financed by banks at all, or only very reluctantly, so that non-
banks step in. This is often the case, for example, when fast-growing companies have to make 
several investments at the same time, resulting in a sudden increase in debt. Other occasions are 
succession arrangements in which, for example, the company is split up or individual heirs are paid 
out. 
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Venture Debt 

In Europe, venture debt is a less common form of financing for established start-ups. It is granted 
not directly at the launch of a start-up, but rather once younger companies have reached a certain 
degree of maturity and are no longer financed exclusively by equity. 

Mezzanine  

Mezzanine financing is a mixture of equity and debt capital and usually consists of fixed-interest, 
subordinated loans as well as a profit participation in the form of shares or options for shares. They 
are usually chosen when the company's situation does not allow for further solely debt capital 
commitments. 

Who invests in (Corporate) Private Debt? 

Investors in PD funds are institutional investors such as pension funds, banks, insurance 
companies, foundations, family offices, and fund of funds. In addition to the aforementioned 
investors, private individuals also invest through fund of funds. A fund of funds collects capital from 
investors and invests it in various single funds. In managed accounts, a single investor mandates a 
manager with asset management tailored to his needs and holds the assets directly instead of 
investing through fund shares. 

Why do Institutional Investors invest in (Corporate) Private Debt? 

In the low-interest environment, government bonds and traditional corporate bonds offer little or 
in some cases even negative returns, which means that institutional investors cannot adequately 
meet their long-term obligations. In contrast, however, Corporate PD offers an attractive risk-
return ratio due to the steady and stable interests, which are above the usual market level. In 
addition, PD has a comparatively low correlation with other traditional asset classes and allows for 
further diversification of the overall portfolio. 

What Role does Corporate Private Debt play in Germany? 

A BAI survey in 2019 showed that 60 % of German institutional investors are already invested in 
corporate PD. A diversification of the credit risk is usually carried out via several credit funds. The 
expected net yield is usually between 3 % and 7 % p.a. for direct lending, and over 15 % for 
distressed debt. Non-bank loans are increasingly being granted not only for corporate financing, 
but also for infrastructure and real estate. This indicates that PD is continuing to catch up with 
other asset classes such as private equity. 

What are the Public’s Opinions on (Corporate) Private Debt? 

The public opinion on PD is generally positive, and it is acknowledged that it is used to provide 
financing in situations where banks do not offer loans due to regulatory or other requirements. PD 
is an important source of financing, especially for the part of German SMEs that do not have a 
credit rating in the top range (investment grade) or that have an increased need for restructuring. 
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