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In 2020, almost every aspect of our lives has 
changed — how we work, school our children,  
even shop for groceries. We’ve had to adapt 
our habits to living with a pandemic. And the 
companies, businesses and organisations that form  
a valuable part of our everyday lives have suffered 
the same monumental shift.

Although equity markets have regained 
much of their early year losses, 
uncertainty around our economic 
future remains. Despite some renewed 
confidence from shareholders, the real-
world outlook for many businesses is still 
on shaky ground.

Thus, we see opportunities for long-term 
investors in private credit assets, driven 
by both cyclical and secular changes. This 
wide-ranging asset class may also help 
diversify portfolios, enhance yields and 
identify where investors might deploy 
capital efficiently over the short, medium 
and long term.

The broader alternatives universe, 
which includes private credit, generally 
limits investors’ access to their 
capital for extended periods. To some 
degree, investors expect to receive an 
illiquidity risk premium in return for 
committing capital for many years. From 
opportunistic and distressed debt to 
middle-market investing and specialty 
finance, private credit covers a broad 
spectrum of potential.
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The COVID-19 crisis has created investment opportunities 
in private credit markets that span different timescales and 
specific corporate challenges. These opportunities — both 
short- and long-term — link up with distinct “phases”, periods 
when securities within credit markets are incorrectly priced, 
which are likely to arise following a shock of this magnitude.

This incorrect pricing — or dislocation — may offer an 
opportunistic return for former credit market investors 
previously turned off by the sector’s recent tendency towards 
high valuations, weakening quality and increasingly relaxed 
underwriting standards.

For example, over the past two decades, the proportion of 
BBB-rated debt making up the investment-grade category has 
grown from around one-quarter to one-half within a rapidly 
expanding universe (Figure 1). Additionally, the number of so-
called “covenant-lite”¹ deals, which mark a decline in creditor 
protection mechanisms, grew from zero to 86% of all issuance 
by 2019 (Figure 2). Some of these declining metrics had also 
begun to work their way into private credit markets.

A leading factor in these changes was a shift towards riskier 
assets by investors seeking yield during a decade of loose 
monetary policy that kept interest rates low.

These factors, combined with the impact of the COVID-19 
pandemic, have created a range of promising opportunities.

¹ A covenant-lite loan is a type of financing with fewer restrictions on the borrower and fewer protections for the lender.
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Figure 1. Global investment grade market outstanding by rating

Figure 2. Covenant-lite loans as a percentage of all new issuance

Source: Bloomberg.

Sources: S&P LCD, Barclays.
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Why consider private 
credit now?

Medium-term 
opportunities in  
private credit

Figure 3. Number of distressed issues
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The COVID-19 pandemic and resulting economic fallout have 
blindsided market participants and corporate entities. Despite 
targeted support from governments and central banks, many of 
their plans have been significantly disrupted.

Previously healthy, well-run companies are facing medium-
term funding shortfalls as initial support runs out before the 
return of “business as usual”. And in several regions, markets and 
sectors that have received little or no central bank support are in 
desperate need of short-term funding.

We believe there is a significant opportunity to support these 
businesses with “rescue finance” through these tough times, 
helping to provide the breathing space they need to recover.
By carefully selecting sectors and strong businesses, investors 
can help rebuild and even fuel growth as the global  
economy rebounds.

We believe investors need to access this opportunity in the 
medium term, typically in the form of private debt finance, 
finding and allocating to those companies that our research 
indicates are best-placed to be resilient for the future.

Source: Bloomberg.

The spread of COVID-19 into Europe and North America brought 
an immediate and instant sell-off across many major investment 
markets — and credit bore much of this downward force.

In the first week of March, more than 1,500 securities moved 
into “distressed” territory (Figure 3), meaning they were offering 
yields more than 1,000 basis points higher than US Treasuries.

Although, on average, credit markets have rallied strongly since 
this point, this recovery masks significant dispersion in fortunes 
— such as by sector or by rating quality. Some markets, such as 
structured credit, have lagged the broader recovery, partially 
due to less direct support from policy measures.

Market sentiment remains fragile, with the prospect of a  
“second wave” high on the minds of many. But the ability to  
take advantage of short-term opportunities in credit markets 
during bursts of volatility, when assets are indiscriminately 
discarded by market participants, offers the potential to realize  
attractive returns.
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Looking over 
the long term The time is now

As we look back over previous crises, it is clear that investors committing to credit at 
points of high stress earned better returns than in other vintage years (Figure 4).

Source: Burgiss Manager Universe, available at https://burgiss.docsend.com/view/gaxfwn5.

The maxim of opportunity knocking just once is hugely relevant for investors in 
a time of rapid change, and it is crucial to be prepared to take action before the 
landscape changes again.

At Mercer, our well-resourced Global Research Team works to spot nascent 
trends in investment markets and identify managers that our team believes are 
best-placed to act on them quickly.

We believe that the current pandemic, although disorientating and tragic, 
presents the possibility for increasing investor returns while supporting our 
global economy.

Some opportunities will require a longer-
term approach and specialists skilled 
in restructuring. We believe the current 
situation has also created considerable 
space for “turnaround” events to  
take place.

Companies that may have over-borrowed 
before the crisis hit found themselves 
in hot water when the economy 
became strained. However, with 
careful restructuring, investors in these 
companies may earn significant value 
over the long term, with the potential for 
equity ownership to arise as part of the 
new arrangement.

Careful analysis and detailed work are 
essential to recognize the companies 
that have the best potential — and 
to reorganise and strengthen these 
companies for the long term.

95th 75th 50th 25th 5th

2015 12.69 10.81 8.46 5.64 -3.50

2014 18.31 10.19 7.11 3.94 1.03

2013 14.23 12.35 8.24 6.31 -1.91

2012 14.51 11.85 8.57 3.63 -0.71

2011 22.45 15.60 9.60 5.92 3.66

2010 15.99 13.94 10.77 6.69 0.52

2009 18.73 16.80 13.99 12.89 9.93

2008 19.72 14.91 10.37 8.13 1.07

2007 10.10 7.80 3.82 2.09 -9.04

2006 16.53 8.30 5.33 3.18 2.02

2005 7.53 3.99 2.35 -1.60 -6.09

2004 12.58 6.96 3.82 3.60 -14.80

2003 26.29 20.84 17.36 6.88 2.39

2002 45.41 38.25 29.29 10.42 -4.69

2001 41.64 23.11 18.45 14.51 2.74

2000 14.30 14.10 13.85 13.60 13.40

1999 24.26 20.27 15.85 12.78 12.05

Figure 4. Returns from distressed debt

https://burgiss.docsend.com/view/gaxfwn5
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Private credit and you Our approach

Find out more 
Video
mercer.com/investment-solutions#pm

Email
mercerinvestmentsolutions@mercer.com
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An investment is only valuable if it fits what an investor needs, 
and we see many strands that may make credit opportunities a 
beneficial addition to your portfolio.

• Breadth of the opportunity:

 – Investors have the ability to allocate across companies 
and investment strategies that encompass a variety 
of sectors and geographies at different stages of 
development and recovery.

 – By investing in differentiated strategies and companies, 
investors can avoid overly concentrating their portfolios.

• A “phased” opportunity set:

 – We have identified different phases to the current 
opportunity set, enabling investors to blend strategies 
expected to perform well at various stages of recovery.

• The possibility of capital appreciation and income:

 – Many fixed income strategies focus on regular cash flows; 
we believe today’s opportunities have the potential to 
reap a return from the eventual recovery in the price 
assets as well as provide some income component.

 – We believe good-value assets with a strong anticipated 
forward trajectory are valuable additions to a  
growth portfolio.

• Compensated illiquidity:

 – Due to the long-term nature of some aspects of a credit 
opportunities portfolio, investors must be able to tolerate 
some illiquidity. However, we believe investors have the 
potential to be well-rewarded in the current  
market environment.

Mercer has been helping institutional investors access a full 
spectrum of credit opportunities for several decades, and 
we have worked hard to understand how this broad range of 
markets can add value to portfolios.

We take the same disciplined, research-driven approach to 
private credit as we do with any other traditional or alternative 
asset class, selecting high-quality managers to allocate  
investor capital.

Our well-resourced global teams scour managers operating 
across a wide variety of strategies and thoroughly examine  
their processes.

We seek to allocate to a diversified mix of corporate and 
asset-backed debt strategies spanning primary, secondary and 
co-investment opportunities. Flexible allocation across target 
geographies and strategy types is essential to help investors 
capture the broadest possible range of options.

Thanks to our scale and relationships in this sector, we are often 
able to secure access to sought-after managers and smaller, 
niche providers, which gives our clients potential exposure to 
limited-availability investments.

Our research team continually refreshes its outlook to seek new 
opportunities while monitoring all managers within  
our portfolios.

This robust governance structure provides our clients with 
numerous possibilities for investing in a way that complements 
their existing portfolios to help them reach their objectives.

mailto:mercerinvestmentsolutions%40mercer.com?subject=Private%20Credit%20-%20Reasons%20to%20invest
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This contains confidential and proprietary information of Mercer and is 
intended for the exclusive use of the parties to whom it was provided 
by Mercer. Its content may not be modified, sold or otherwise provided, 
in whole or in part, to any other person or entity without Mercer’s prior 
written permission.

Mercer does not provide tax or legal advice. You should contact your tax 
adviser, accountant and/or attorney before making any decisions with 
tax or legal implications. 

This does not constitute an offer to purchase or sell any securities.

The findings, ratings and/or opinions expressed herein are the 
intellectual property of Mercer and are subject to change without 
notice. They are not intended to convey any guarantees as to the future 
performance of the investment products, asset classes or capital  
markets discussed. 

For Mercer’s conflict of interest disclosures, contact your Mercer 
representative or see http://www.mercer.com/conflictsofinterest.

This does not contain investment advice relating to your particular 
circumstances. No investment decision should be made based on this 
information without first obtaining appropriate professional advice and 
considering your circumstances. Mercer provides recommendations 
based on the particular client’s circumstances, investment objectives 
and needs. As such, investment results will vary and actual results may 
differ materially.

Information contained herein may have been obtained from a range of 
third-party sources. Although the information is believed to be reliable, 
Mercer has not sought to verify it independently. As such, Mercer makes 
no representations or warranties as to the accuracy of the information 
presented and takes no responsibility or liability (including for indirect, 
consequential or incidental damages) for any error, omission or 
inaccuracy in the data supplied by any third party.

Investment management and advisory services for US clients are 
provided by Mercer Investments LLC (Mercer Investments). Mercer 
Investments LLC is registered to do business as “Mercer Investment 
Advisers LLC” in the following states: Arizona, California, Florida, Illinois, 
Kentucky, New Jersey, North Carolina, Oklahoma, Pennsylvania, Texas 
and West Virginia; as “Mercer Investments LLC (Delaware)” in Georgia; 
as “Mercer Investments LLC of Delaware” in Louisiana; and “Mercer 
Investments LLC, a limited liability company of Delaware” in Oregon. 
Mercer Investments LLC is a federally registered investment adviser 
under the Investment Advisers Act of 1940, as amended. Registration 
as an investment adviser does not imply a certain level of skill or 
training. The oral and written communications of an adviser provide 
you with information about which you determine to hire or retain an 
adviser. Mercer Investments’ Form ADV Parts 2A and 2B can be obtained 
by written request directed to: Compliance Department, Mercer 
Investments, 99 High Street, Boston, MA 02110.

Not all services mentioned are available in all jurisdictions. Please 
contact your Mercer representative for more information.

Certain regulated services in Europe are provided by Mercer Global 
Investments Europe Limited, Mercer (Ireland) Limited, Mercer Limited 
and Mercer Alternatives AG. Mercer Global Investments Europe Limited 
and Mercer (Ireland) Limited are regulated by the Central Bank of Ireland 
under the European Union (Markets in Financial Instruments) Regulation 
2017, as an investment firm. Registered officer: Charlotte House, 
Charlemont Street, Dublin 2, Ireland. Registered in Ireland No. 416688. 
Directors: Sylvia Cronin, Michael Dempsey, Tom Geraghty, Abhishek 
Krishan, Deborah Mintern, Bruce Rigby (British) and Vincent Sheridan. 
Mercer Limited is authorised and regulated by the Financial Conduct 
Authority. Registered in England and Wales No. 984275. Registered 
Office: 1 Tower Place West, Tower Place, London EC3R 5BU. Mercer 
Alternatives AG is registered with the Swiss Financial Market Supervisory 
Authority (FINMA) to act as a supervised asset manager for collective 
investment schemes as well as a licensed distributor and representative 
for its own foreign collective investment schemes.

Investment management services for Canadian investors are provided 
by Mercer Global Investments Canada Limited. Investment consulting 
services for Canadian investors are provided by Mercer (Canada) Limited.

Please see the following link for information on indices:

https://www.mercer.com/content/dam/mercer/attachments/private/
nurture-cycle/gl-2020-investment-management-index-definitions-
mercer.pdf 

This presentation is for sophisticated investors only who are accredited 
investors or qualified purchasers. Funds of private capital funds are 
speculative and involve a high degree of risk. Private capital fund 
managers have total authority over the private capital funds. The 
use of a single adviser applying similar strategies could mean lack 
of diversification and, consequentially, higher risk. Funds of private 
capital funds are not liquid and require investors to commit to funding 
capital calls over a period of several years; any default on a capital call 
may result in substantial penalties and/or legal action. An investor 
could lose all or a substantial amount of his or her investment. There 
may be restrictions on transferring interests in private capital funds. 
Funds of private capital funds’ fees and expenses may offset private 
capital funds’ profits. Funds of private capital funds are not required to 
provide periodic pricing or valuation information to investors. Funds of 
private capital funds may involve complex tax structures and delays in 
distributing important tax information. Funds of private capital funds 
are not subject to the same regulatory requirements as mutual funds.  
Fund offering may only be made through a Private Placement 
Memorandum (PPM). 
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