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Corporate Debt Markets in Q2 2021 – Overview 
 
> Over the last quarter, the share of transaction related financing picked up significant pace, while the share of classic 

corporate lending also increased (Figure 1). 

> Given that the global COVID-19 restrictions are set to be relaxed worldwide, credit rating agencies revised their 
aggregate default rate forecasts downwards – we thus anticipate higher activity in the corporate lending market going 
forward. 

> Companies across Europe will be looking to refinance restrictive or expiring debt from government relief programs, 
creating opportunities for banks and debt funds. 

> Increased dry powder is likely to lead to more competition for Debt Funds.  

> Average Sub-IG spreads slightly decreased from their elevated levels of Q2 2020 through Q4 2020. 
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Figure 1: Volume of Sub-IG European debt markets (incl. leveraged loans and bonds) and average spreads.  
Source: White & Case (Debt Explorer), PwC Debt Watch Europe Q1 2021  

 

*Refinancing incudes repricing and amendments 

**General Corporate Purposes include Working Capital, SG&A and COGS 
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Corporate Debt Market Europe 
 
European Debt Market  

According to Preqin, European direct lending funds 
struggled to deploy capital in 2020, with the amount of 
available dry powder increasing 43% from USD 44bn at the 
end of 2019 to USD 63bn at the end of 2020. Preqin notes 
that for both special situations, dry powder fell from USD 
13bn to USD 11bn, and distressed debt, which decreased 
from USD 16bn to USD 14bn. As the COVID-19 pandemic 
unfolded, the liquidity added to the system made private 
debt, already a relatively expensive form of credit for 
companies, less competitive. It can be expected that the 
build-up of dry powder translates into increased 
competition, lower pricing, and weaker terms, putting 
significant downward pressure on returns. 

On the other hand, Banks’ approval criteria for loans to 
firms tightened moderately in Q1 ‘21, as evidenced by the 
most recent ECB bank lending survey. This implies less 
availability of bank financing for corporates and creates 
opportunities for alternative financiers. Whereas the 
aforementioned increase in dry powder is a one-time 
effect, favoured by the pandemic, the structural shift in 
lending markets due to regulation persists.  

Due to well-known trends in monetary policy, the search for 
yield provided a substantial tailwind to leveraged loans. 
Especially those at the riskier end of the spectrum 
outperformed their peers. This is consistent with the 
development of the returns in the S&P/LSTA Leveraged 
Loan Index, indicating an above-average performance 
(Figure 3) with roughly 34bps. QoQ, the index returned 
145bps, YoY saw a 1,470bps return, underscoring its strong 
performance. 

 

Figure 2 S&P/LSTA Leveraged Loan Index Returns          
Source: S&P Global Market Intelligence 

LBO financing surged to roughly USD 17bn at the end of 
March, and is running at the second-highest pace on record 
- only behind the total USD 61.4 bn. issued in 2007. Total 
M&A loan volume is at a record-speed too, with USD 
73.1bn issued during the first quarter. This is more than 
10% ahead of the volume recorded during the first quarter 
of 2018, which went then on to set the annual record for 
M&A leveraged loan volume. 

In Europe, the high yield bond market activity surpassed its 
pre-COVID-19 levels. PwC counts 89 deals which have been 
closed, amounting to a total transaction volume of EUR 
52bn - a QoQ pick-up of roughly +21%. Landmark deals 
included the EUR 1.7bn note program, raised by CVC 
owned Douglas’ in order to recapitalize the struggling 

perfumery chain or the EUR 1.6bn refinancing of 
Lufthansa’s short term liabilities for the current financial 
year.   Furthermore, leveraged lending activity in European 
Union surged, especially around transaction based 
financing. White and Case find that, compared to the 
previous quarter, LBO and M&A volumes increased by 
more than 30%, a plus of roughly EUR 7bn. Spreads 
narrowed (BB: -16bps, B: -101bps) on a quarterly basis and 
increased slightly (BB: +22bps, B: +37bps) compared to last 
year. On average, lenders secured pricing arrangements 
around 400bps whereas the majority of loans did not 
feature any original issue discount.  

 

DACH Debt Market  

SME financing in 2020 was largely dominated by state-
backed COVID-19 relief schemes such as CBILS (UK) or 
Bridge Loan Financing I – III (Germany), which were all 
characterized by negligible spreads, tight covenants and 
large amounts of bureaucracy. Since the pandemic seems 
to fade, companies might seek to refinance those more 
restrictive loans, as they are coupled to specific use cases 
(Paying salaries and rent, maintaining min. inventory level, 
restricting distributions to shareholders etc.). This creates 
interesting opportunities in the market for SME financings. 

The increased need for refinancing (QoQ: +326%, YoY: 
+25%) in Q1’ 21 (Figure 1) shows exactly this: Several 
COVID relief schemes started to expire and companies 
sought to amend their loans.  

Despite COVID relief schemes some banks and especially 
debt funds have been conducting several transactions in 
the German midcap LBO market. This is particularly 
witnessed in sectors, such as Healthcare, Software and 
Technology, which in total accounted for more than 65% of 
all deals in Q1 ‘21. According to GCA Altiums’ midcap 
monitor, banks funded more than 30% of those 
transactions whereas debt funds financed 70%. This 
relation is no coincidence, as the market share for 
alternative financings has been growing steadily in the 
German market over the last years.  

 
Figure 3: German mid-market financings, including Q1 ’21 
Source: GCA Altium Midcapmonitor Q4 2020 

This development is not limited to Germany. In fact, the 
wider German speaking area in Austria and Switzerland 
exhibits similar patterns. However classic relationship-
driven lending via commercial banks is still required. 
Especially for more mature companies, which do not 
require the, usually more expensive, debt fund offerings. 

The current situation remains uncertain, but also creates 
opportunities: During the start of the COVID-19 pandemic 
in March last year, market based financing became difficult. 
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This left the affected companies prone to cash shortfalls 
and CFOs sought emergency liquidity mainly via revolving 
credit facilities and short term borrowings.  

 

Financing Conditions  
As the COVID-19 pandemic seems to ease, companies 
throughout Europe now enter the “balance sheet 
recovery” phase. With a focus on shoring up the balance 
sheets – that is, refinancing, enhancing cash flows and 
optimizing the capital structure. This happened under still 
challenging financing conditions in Q1’ 2021, which are still 
largely dominated by liquidity covenants, EBITDAC 
adjustments and carve-outs (i.e. for pandemics as default 
event). Consistent with the improving situation and the high 
desire to refinance government loans, the trend once more 
heads towards covenant-lite.  

 

Figure 4: High Yield Volume Europe, Q1 ’21 Sectoral Split 
Source: PwC Debt Watch Europe, Q1 2021 

In terms of sectors, increased strong demand for 
transaction financing is clearly palpable within Finance 
(YoY: +14%), as PwCs quarterly Debt Watch finds. 
Furthermore, the high share (YoY: +20%) of the consumer 
goods sector can be partially explained by struggling 
discretionary suppliers’ need to refinance beyond 
governmental COVID-19 schemes. Else, Industrials and 
Energy & Utilities (YoY: +10%) continue to struggle with the 
transition towards renewable energies, leading to a higher 
cost of debt and an increased demand in high yield 
financing.  

 

ESG integration for Corporate 
Private Debt 
While the general concept of ESG is not new to the 
corporate private debt space, it still faces substantial 
challenges in certain parts of the market. Large direct 
lending managers have been promoting their ESG 
approach for years, including dedicated ESG Analyst 
Teams, solely focussing on “E”, “S” and “G”. Over the past 
years, the regulatory framework has provided more 
accurate guidelines on how to approach the topic and while 
the different fields have become more precise, this also 
leads to challenges for borrowers as well as for lenders. As 
in other cases of regulation the one-size-fits-all approach 
disadvantages smaller borrowers with less resources and 
who are slower to adapt. Given that private debt is usually 
a non-control asset class, especially active engagement is 
often limited and can only be achieved to a certain extend.  

Due to lower reporting burdens and less resources a lot of 
smaller companies still lack a comprehensive and 
standardized reporting package on ESG relevant data. This 
information usually needs to be gathered by the lenders 
through questionnaires, interviews with the company and 
external research. 

Another challenge for lenders is the blind spot aspect, 
sourcing transactions for an “ESG”-portfolio. As usually 
little or no information is easily available a detailed view on 
ESG aspects can only be formed in a later stage of the due 
diligence process. Given that a meaningful ESG integration 
requires hard limits and consequences on certain aspects, 
lenders might face higher broken deal costs, as deals have 
to be declined at a later stage; or are done anyway putting 
in question the relevance of the ESG approach. Hence a lot 
of funds default to exclusion criteria, which can more easily 
be screened at the beginning of the investment process.  

Compared to other asset classes, proceeds in corporate 
private debt are often used to fund a broad range of 
applications, from specific expansion projects to general 
payroll and working capital. This makes it more difficult to 
tie a loan to a certain purpose and thus to declare it 
“sustainable”. There are numerous example of green 
bonds and loans to corporate borrowers, with the next 
evolution being sustainable linked products. However the 
vast majority remains “general purpose” loans.  

According to its slogan “Enabling Alternative Investments”, 
Prime Capital strives to provide institutional investors 
access to the corporate private debt market, including a 
meaningful approach to sustainable investing. ESG factors 
are directly embedded into the risk assessment throughout 
the life cycle of the investment process. Hence already in 
deal origination environmental, social and governance 
factors are considered. These are further analysed during 
the due diligence phase and monitored throughout the life 
of the investment. The approach is adapted to deals that 
exhibit very little information coming from the respective 
borrowers, so gaps need to be filled by the investment and 
risk professionals, as part of the in-depth analysis. Given 
that market access not only includes direct origination but 
also can include the access through banks for non-
sponsored-, non-syndicated deals, the complexity of the 
analysis can be even higher. This highlights the requirement 
for an autonomous analysis framework, which does not rely 
on certain pre-requisites like a company being listed, in 
order to have sufficient information for an ESG-assessment. 
Hence the respective products are not limited to a universe, 
where ESG reporting is already common practice, leaving 
out companies, which are just starting out to develop their 
ESG framework and thus should be supported even 
stronger. This also allows institutional investors, to access 
the market of relationship driven bank lending, without 
being restricted to the respective banks ESG initiatives.  
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About Prime Capital’s Private Debt 
Team 
Our corporate debt team has accompanied and executed 
transaction in excess of EUR 700m. Our Private Debt Team 
additionally invests into Aviation Debt, Infrastructure Debt 
and Commercial Real Estate Debt. We expect significant 
further growth in these areas, which provide attractive risk-
adjusted returns to our investors.  
 
Prime Capital’s Private Debt Team manages assets in 
excess of EUR 2bn across the aforementioned asset classes 
on behalf of institutional investors. Further information 
about Prime Capital AG can be found on our website 
www.primecapital-ag.com. 
 
 
Contact:  

  
 
Prime Capital – Investment Management Private Debt 
impd@primecapital-ag.com 

 
 
 
 
 

 
 
 
 
 
 
 
 

 

Prime Capital Corporate Debt Expertise 

> Advice and support for corporate debt 

investments, portfolio strategy and sector 

allocation 

>  Managed accounts and funds with investment 

expertise in various jurisdictions and markets 

> Unique “multi-channel sourcing” with access to 

transactions via direct lending, bank and advisor 

sourcing on the basis of longstanding 

relationships to sponsors,  advisors and leading 

banks 

 

 

Julius Hünnemeyer, CFA 
Executive Director 
Private Debt 

http://www.primecapital-ag.com./
http://www.primecapital-ag.com./
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Further information about Prime Capital AG can be found on the web site  

www.primecapital-ag.com 
 
 
Contact:  
 
Prime Capital – Investment Management Private Debt 
mailto: impd@primecapital-ag.com 
 
 
 

Disclaimer:  
 
The information and opinion contained in this document (hereinafter “Information”) is provided only for advertising purposes, 
and is not construed as a solicitation or an offer to buy or to sell any securities or financial instruments in any jurisdiction 
whatsoever. It does not constitute an official confirmation, invitation, solicitation or offer to subscribe for or purchase or sell any 
of the products or services of Prime Capital AG, Frankfurt am Main. No investment decision should be made on the basis of 
this document. The Information contained herein may not be complete and may not contain all relevant material information 
related to any (financial) instrument presented. No representation or warranty is made or implied concerning, and Prime Capital 
AG assumes no responsibility for, the accuracy, completeness, reliability or comparability of the information contained herein 
relating to third parties.  
The Information contained in this document was obtained in good faith from sources considered to be reliable, but its accuracy, 
completeness, reliability, or comparability is not guaranteed or otherwise warranted or represented by Prime Capital AG. 
Specifically, the Information contained herein has been obtained from third party sources, which is based solely on publicly 
available information. Prime Capital AG makes no representation, express or implied, as to the accuracy, correctness, suitability 
or timeliness of such data. In particular, Prime Capital AG is not obligated to update information provided in this document or 
to delete obsolete information from this document. The information provided in this document may change at any time without 
prior notification. As a result, information once published in this document may not be understood to mean that matters have 
remained the same since publication or that the information is still up-to-date following its publication. The validity of the 
information is limited to the point in time of their being issued and may change based on market developments. 
This document and the Information contained herein is confidential and intended only for the person to whom it has been 
provided and under no circumstance may a copy be shown, copied, transmitted, or otherwise given to any person other than 
the authorized recipient without the prior written consent of Prime Capital AG. 
 
 The content of this document is protected by intellectual property rights owned by Prime Capital AG. The reproduction, 
transmission (electronically or by other means), linking, alteration, storage, archiving or other uses for public or private use of 
information or data, in whole or in parts, in particular, the use of texts, portions of texts or images requires the prior consent of 
Prime Capital AG. In particular, you are prohibited from: 

i. copying this document in whole or in parts (whether by printing them on paper, saving them to a file or otherwise); 
ii. removing, changing or otherwise making the content of this document incomprehensible or using the material 

contained on this document in a manner other than intended in these legal notices and terms of use;  
iii. using this document or the information it contains for unlawful purposes. 

 
 
The Information provided herein is not taking into account any particular person’s objectives, financial situation or needs. 
Investors should before acting on the information provided in this document, consider the appropriateness of the information 
having regard to their individual objectives, financial situation or needs.  
 
Please bear in mind, that any forward looking statements re targets and achieving such targets is subject to unexpected risk 
and uncertainties and cannot be guaranteed in any way.  
 
Privacy: 
 
Prime Capital AG is committed to protecting your privacy. The types of personal information we collect about you depends on 
the relationship with us. They include (i) your personal contact details such as name, title, postal addresses, email addresses and 
telephone numbers, (ii) the company you work for and your position, (iii) identification and background information we may 
collect about you as part of our business acceptance procedures, (iv) technical information such as information from your visits 
to our website or relating to the event invitations, updates, marketing material, and other communication we send to you 
electronically, (v) your communication preferences regarding marketing materials or (vi) any other personal information you 
provide to us during your relationship with us, such as dietary requirements, any physical disability and your views and 
comments. 
They ways in which we collect personal information about you may include the following: (i) in the course of our business 
acceptance procedures, (ii) through your general use of our website. In particular, we collect personal information about you if 
you complete forms on our website and if you send emails to firm personnel, (iii) through your responses to our emails asking 
that you confirm and update information we maintain about you, or that you provide your consent for us to communicate with 
you, or (iv) through information you may provide to representatives of our firm at conferences or similar events. 
 

http://www.primecapital-ag.com/
mailto:impd@primecapital-ag.com

