
DIRECT LENDING AND THE SHIFT TO NON-SPONSORED 
DEAL FLOW 

Traditional models of how companies raise capital have 
been substantially disrupted in recent years. The impact of 
the global financial crisis and the advent of enhanced rules 
and regulatory requirements lessened banks’ ability (and 
willingness) to issue loans to small and mid-size companies, 
and the result has been a rapid ascent of direct lending.   

Middle-market companies typically don’t have access to 
the same depth of capital market solutions as do larger 
companies, and the GFC helped change the face of leveraged 
mid-market lending from one driven largely by banks to 
one that is now dominated by non-bank, institutional 
lenders. Those lenders have a longer-term, more asset-driven 
approach to underwriting risk, so the relative market share 
for direct lending and non-bank investors will likely increase 
over time, particularly if the economy continues to slow.

While many smaller companies have not yet utilized direct 
lending, when they do it’s usually for a handful of purposes, 
including growth, recapitalizations, acquisitions, sponsored 
leveraged buyouts, and non-sponsored management buyouts. 
“Sponsored” can be a financial investor, commonly a private 

equity fund, while “non-sponsored” may be a family owner 
or management team. 

Typically, the agenda of the company, the strategy, the 
timeline to achieve that strategy, and the financial leverage 
to help achieve it are driven by the ownership. Sponsored 
private equity funds have a more finite horizon with a return 
over a three- to five-year period, so financial leverage is 
important to generating return expectations over that period. 
Non-sponsored-owned companies, on the other hand, 
typically have a more permanent or longer-term horizon.

“Where I see a lot of opportunity is in the non-sponsored 
world, because as we head into a potential recession—or 
at least an economic slowdown—if the banks start getting 
tighter again you can find good opportunities calling on 
companies directly,” said Dianna Carr-Coletta, Managing 
Director and Partner in PGIM Private Capital’s Alternatives 
Direct Lending Group.  

Of the hundreds of thousands of mid-market firms in the US 
and Europe, only a small portion are involved with private 
equity firms. The non-sponsored side makes up most of the 
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rest. While these smaller firms do potentially present some 
company and credit risks, direct lenders in this segment are 
able to be selective about the companies they lend to, and 
having an enduring track record with these businesses allows 
lenders to identify and mitigate those risks.  

“The lower middle-market companies that aren’t sponsor-
owned have not accessed the direct-lending market to the 
same extent PE-sponsored firms have,” Carr-Coletta said. 
“There are tons of these companies out there, and while most 
are being serviced by their banks, some may need to take on 
a capital project and lever up a bit more. For a firm like ours 
that has been talking to them for years through our regional 
office network, we may be able to help them and provide the 
capital their banks may no longer be able to provide.” 

Direct lenders with a willingness to build relationships with 
owners, understand their business strategy and carry out 
bespoke underwriting—with specialized covenants and custom 
terms—can create attractive debt solutions. Experienced teams 
with strong track records through multiple credit cycles can 
deliver more consistent investment performance. That’s even 
more true should the economy experience the slowdown many 
are expecting. For borrowers who have seen their floating-rate 
interest rates move from the mid-7% range to above 10%—
particularly those who may not have had a financial cushion to 
begin with—there will be pressure.

The investment philosophy of PGIM Private Capital, 
established nearly 100 years ago, is straightforward: it views 
its business through a long-term lens, leveraging its scale, 
relationships and experience while providing a consistent 
investment process.

“We tend to do well when there is a bit of disruption in 
the markets because we’ve been very consistent in our 
underwriting strategy and how much we will push when it 
comes to leverage,” Carr-Coletta said. “There are others in 
the market that don’t do that. And given the relationships 
we have with these companies, if they are going through a 
rough patch, we’re at the table with them, working through 
the issues. That happened in 2008-2009, when companies 
couldn’t find liquidity and we were there for them, and 
we may experience a similar environment if we enter a 
significant downturn in 2023.”

As we head into a potential recession—
or at least an economic slowdown—if 
the banks start getting tighter again you 
can find good opportunities calling on 
companies directly.
Dianna Carr-Coletta, Managing Director,  
PGIM Private Capital’s Alternatives Direct Lending Group
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DISCLOSURES 
For Professional Investor Use Only. All investments involve risks, including possible loss of principal. Past performance is not indicative of future results.

The information contained herein is provided by PGIM, Inc., the principal asset management business of Prudential Financial, Inc. (PFI), and a trading name of PGIM, Inc. 
and its global subsidiaries. PGIM, Inc. is an investment adviser registered with the U.S. Securities and Exchange Commission (SEC). Registration with the SEC does not 
imply a certain level of skill or training.

In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM 
Limited is authorized and regulated by the Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 193418). In the European Economic 
Area (“EEA”), information is issued by PGIM Netherlands B.V. with registered office: Gustav Mahlerlaan 1212, 1081 LA Amsterdam, The Netherlands. PGIM Netherlands 
B.V. is, authorized by the Autoriteit Financiële Markten (“AFM”) in the Netherlands (Registration number 15003620) and operating on the basis of a European passport. 
In certain EEA countries, information is, where permitted, presented by PGIM Limited in reliance of provisions, exemptions or licenses available to PGIM Limited under
temporary permission arrangements following the exit of the United Kingdom from the European Union. These materials are issued by PGIM Limited and/or PGIM
Netherlands B.V. to persons who are professional clients as defined under the rules of the FCA and/or to persons who are professional clients as defined in the relevant local
implementation of Directive 2014/65/EU (MiFID II). In Italy, information is provided by PGIM Limited authorized to operate in Italy by Commissione Nazionale per le
Società e la Borsa (CONSOB).   In Japan, information is provided by PGIM Japan Co., Ltd. (“PGIM Japan”) and/or PGIM Real Estate (Japan) Ltd. (“PGIMREJ”).  PGIM 
Japan, a registered Financial Instruments Business Operator with the Financial Services Agency of Japan offers various investment management services in Japan.  PGIMREJ is
a Japanese real estate asset manager that is registered with the Kanto Local Finance Bureau of Japan. In Hong Kong, information is provided by PGIM (Hong Kong) Limited,
a regulated entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 of the Securities and
Futures Ordinance (Cap. 571). In Singapore, information is issued by PGIM (Singapore) Pte. Ltd. (“PGIM Singapore”), a regulated entity with the Monetary Authority of 
Singapore under a Capital Markets Services License to conduct fund management and an exempt financial adviser. This material is issued by PGIM Singapore for the general
information of “institutional investors” pursuant to Section 304 of the Securities and Futures Act 2001 of Singapore (the “SFA”) and “accredited investors” and other relevant
persons in accordance with the conditions specified in Section 305 of the SFA. In South Korea, information is issued by PGIM, Inc., which is licensed to provide discretionary
investment management services directly to South Korean qualified institutional investors on a cross-border basis.

These materials are for informational or educational purposes only. The information is not intended as investment advice and is not a recommendation about managing 
or investing assets. In providing these materials, PGIM is not acting as your fiduciary. These materials represent the views, opinions and recommendations of the author(s) 
regarding the economic conditions, asset classes, securities, issuers or financial instruments referenced herein. Distribution of this information to any person other than the 
person to whom it was originally delivered and to such person’s advisers is unauthorized, and any reproduction of these materials, in whole or in part, or the divulgence of any 
of the contents hereof, without prior consent of PGIM is prohibited. Certain information contained herein has been obtained from sources that PGIM believes to be reliable 
as of the date presented; however, PGIM cannot guarantee the accuracy of such information, assure its completeness, or warrant such information will not be changed. The 
information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is subject to change without notice. PGIM has no obligation 
to update any or all of such information; nor do we make any express or implied warranties or representations as to the completeness or accuracy or accept responsibility 
for errors. These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument or any investment 
management services and should not be used as the basis for any investment decision. No risk management technique can guarantee the mitigation or elimination of risk in 
any market environment. Past performance is not a guarantee or a reliable indicator of future results and an investment could lose value. No liability whatsoever is accepted for 
any loss (whether direct, indirect, or consequential) that may arise from any use of the information contained in or derived from this report. PGIM and its affiliates may make 
investment decisions that are inconsistent with the recommendations or views expressed herein, including for proprietary accounts of PGIM or its affiliates. Any projections 
or forecasts presented herein are as of the date of this presentation and are subject to change without notice. Actual data will vary and may not be reflected here. Projections 
and forecasts are subject to high levels of uncertainty. Accordingly, any projections or forecasts should be viewed as merely representative of a broad range of possible outcomes. 
Projections or forecasts are estimated, based on assumptions, and are subject to significant revision and may change materially as economic and market conditions change. 
PGIM has no obligation to provide updates or changes to any projections or forecasts. PGIM does not establish or operate pension plans.

PGIM and its affiliates may develop and publish research that is independent of, and different than, the recommendations contained herein. PGIM’s personnel other than the 
author(s), such as sales, marketing and trading personnel, may provide oral or written market commentary or ideas to PGIM’s clients or prospects or proprietary investment 
ideas that differ from the views expressed herein.

Prudential Financial, Inc. of the United States is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance 
Company, a subsidiary of M&G plc, incorporated in the United Kingdom.

© 2023 PFI and its related entities, registered in many jurisdictions worldwide.
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