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10 trends deflnlng the
mid-market in 2023
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Emerging markets in Europe

US direct lenders are seeking to gain an edge with
industry knowledge

nthe sumuner of 2022, Tikehau Cap-

ital completed its first private debe

deal in Turkey, lending oo Airties, a

leading provider of smart residential

wifi that is in the process of relocat-

ing its headquarters from [stanbul w
Paris. Tikehau Capial’s head of private
debr, Cécile Lévi, says the firm is also
SEEING INCTEAsinG IMterest in ks [rivate
credic offering frome across Ceneral and
Eastern Europe, even though it has yet
o lend to the region.

Ouiside eore markets in the UK,
France, Benelux and Germany, south-
ern Europe is a pardeularly avracive
emerging opportunity for debe fonds.
Léwi says: “In Imly there are some real-
i_l.' III:IJH-CI:JHH COTJrnnies and we find that
equity sponsors that are focused there
and monitoring that market are seeing
a lot of strong ansactions,

“Spain is a bit more challenging be-
canse the banks are extremely actve.
For deals up to around €120 million,
we find the majority go to bank finane-
ing, but when the deal is above that, the
opportunity set shifis and we see more
diseribution problems.”

Jaime Cano Artero, a parmer fo-
cused on private debt ar Alanera, a
Spanish firm with a credit seravegy split
across corporate lending, real eseare
and special situatons, says banks are
slowly losing their grip on Anancing.

Managing €550 million with a focws on

the mid-marker in Southern Europe,
he sees the opporwunity for privace

credic growing in Spain.

Spanish banks step back

“We started our activity in Spain in
2015 and since then it has heen build-
ing progressively and contnuouwsly year
il}' year,” says (ano. “When we start-

ed, bank finance represented around 80

percent of mital financing, and now that
percentage has decreased w more like
G0 percent. The banking industry in
Spain is very strong and there is a lot of
exposure w bank finance, bue the con-
solidation process means there are now
only a small number of hanks doing the
vast majority of Anancing for SMEs and
mid-caps.

“There used w he three or four
hanks servicing each company and now
the banks are reducing their exposure,
meaning companies are looking for al-
ternative lenders.”

Because hanks are stepping hack,
there are many things they cannot do,
such as bullet loans or any kind of cor-
porate lending with a loan tern that ex-
ceeds five years, says Cano. “More and
more small and mid-cap companies in
Spain are keen m work with fexible
alternative lenders, even though they
may he more expensive, because we can
prowide more solutions and be comple-

mentary to the hanks,
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“They are providing shore-term
finance, revolving credic and other
hanking products o companies, buot
we maintin good reladonships with
the banks and wlk o them every day
about ways in which we can be help-
ful in flling financing gaps and helping
them continue their reladonships with
cliens.”

The local banks are even more ag-
gressive in Portugal, bhut Alantra sees a
growing level of interest from borrow-
ers in that market oo, while in Iraly the
firm has recenty opened an ofhee and
i5 seeing a high volume of opportuni-
ties for both sponsored and sponsorless
deals.

Many of these non-core European
markets have long been dominated by
stromg local and regional banks that
have come under heightened pressure
o seale back corporate lending in the
wake of the pandemic. At the same
time, pan-European sponsors  have
sought our deals in less competidve,
non-core markets.

Javier Castllo, who is based in Ma-
drid with Kartesia and is responsible
for senior opportunines in [beria, wld
Private Debt Investor in Ocrober that
the market remained strong: “Both
local and international sponsors have
remained quite active in this region,
with international sponsors increasing-
ly looking mw Spain’s middle-marker
as they diversify away from histonically
core markets like the UK and France.

“That growing interest, combined
with local private equity funds and
SMEs increasingly eager to work with
private lenders and banks’ reduced ca-
pacity to cover the mid-market space,
has led to quite a robust level of activing.”

Eastern Europe advances

Ar Permira Credit, managing director
Jens Bauver spends a lot of dme fo-
cusing on the DACH region and sees
growing demand from newer markers.
“We have seen some really interesting
apportunities with sponsors  leaning
into newer emerging markets,” he says.
“Especially in very resilient sectors like

“We bave seen some
really interesting
opportunities with
sponsors leaning into
newer emerging

markets”

JENS BAUER
Permira Credit

infrastructure.  For example, Poland
is ane of the key regions where, with
the growth of new rechnology, we have
seen a lot of activity.

“We have also seen activity in oth-
er regions like Slovakia and the Czech
Republic, where there 15 frequently
more of a discussion around enforce-
ahility and legal soructure. But those
countries are picking up and there i
often a structure that lenders can get
comfortable with.”

In December, Polish fund manager
CV1 held a final elose on what it claims
is the first institunional direct lending
fund ever to focus on Central Eurape,
having pulled together the higgest di-
rect lending team in the region.

CVI partner Marein Leja says: “The
single most important issue for this
region is the forther retrenchment of
bank Anancing, especially in Poland.
The hanks have been hit because when
interest races went up the government
decided they needed mw subsidise mort-
gage holders and inooduce credic va-
cations, so every mortgage holder can
forego payments for four quareers at
a cost o the banks. That hit o bank
halance sheets immediately hic credic
appetiee,

“That hit has created much more
room for alternative finance and we
already see a clear pipeline, which
is much more than we can invest in.
That is good because it means we can
he selective in the deals we do, and we
are not chasing deals, but at the same
tme if we had more money we could
invest it."”

Bauer savs: “The banks are compet-
itive and have heen suceessful thanks
to their strong reladonships in those
markets, but their competitiveness
is similar to where Germany was in
2015, when banks had 80 percent of
the marker. Today they are doing less
than half, and dhar is driven by the ex-
ibility of the private debt product just
fittng herter with what sponsors want
to do, 50 there is no reason not to ex-
pect other markets o move in a similar
direction.” m
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