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Since the Covid-19 pandemic emerged 
in early 2020, traditional providers of 
financing have further retrenched and 
private credit is fast becoming the go-to 
debt provider for the private equity 
industry. As a result, deals are being 
transacted on more lender-friendly terms 
as regards to pricing, legal documentation 
and so on, compared with the pre-
pandemic environment. 

At the same time, the pandemic has 
reinforced investors’ convictions on 
ESG issues, spurring them to seek more 
rapid and deeper ESG integration in their 
portfolios.  
 
These shifts in market dynamics present 
the private debt industry with a golden 
opportunity to help shape the future of 
businesses across the board. Private 
debt firms are now in a strong position 
to action change among portfolio 
companies and the private equity firms 
with which they partner. Private market 
participants, as an industry, must take 
advantage of this enhanced positioning 
to help drive one of the key priorities of 
investors today: ESG integration. 

Championing ESG leaders

ESG considerations are becoming 
a fundamental aspect of investment 
decision-making and a key component of 
risk management. In 2021, ESG investing 
is just “good business”, enhancing 
performance by side-stepping allocations 
to companies and sectors where 
regulation, environmental factors and 

Private debt has unique opportunity to 
drive the ESG agenda

Key Takeaways:

•  The current lender-friendly 
landscape gives private debt 
providers the opportunity to 
champion ESG leaders in the 
private equity industry. Debt 
providers can encourage 
positive screening and 
greater allocations to portfolio 
companies which focus on 
enhanced ESG performance 
relative to their peers.

•  ESG-linked subscription lines 
are becoming an important 
part of private fund financing, 
as borrowers seek to create 
ESG-linked KPIs in the 
expectation that good ESG 
performance will result in margin 
decreases on their borrowings. 

•  The shift to ESG-compliant 
investing should not only take 
place at portfolio company level. 
Private market participants must 
practice what they preach, acting 
at the corporate level too.

Lender-friendly environment combined with investor focus on sustainability provide a unique 
opportunity 

social issues could impact negatively on 
the business model. 

The practice of “blacklists” and negative 
exclusions, where particular sectors, 
issuers and themes are excluded from 
portfolios, has been prevalent in the 
private fund industry for years. 
However, for some firms and investors, 
this bare minimum approach has only 
represented the start for their ESG 
activities. The private debt industry has 
the opportunity to go further and drive 
wider and more long-lasting change. 

The current lender-friendly landscape 
gives  private debt providers the 
opportunity to champion ESG leaders in 
the private equity industry. Debt providers 
can encourage more advanced ESG 
activities such as positive screening 
and greater allocations to portfolio 
companies which focus on enhanced ESG 
performance relative to their peers.
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Relationship with sponsors is 
evolving     

There is now ample opportunity for the 
private debt industry and its investors to 
seek formal undertakings from sponsors 
on ESG targets and information rights. 

In general, private equity sponsors are 
willing to co-operate, given that they 
are being urged by their own investors, 
the LPs, to enhance ESG activities and 
reporting. 

 
Increasing popularity of 
ESG-linked loans   

Change is coming thick and fast. Take 
the example of the €2.3bn ESG-linked 
subscription credit facility in June 2020. 
The facility was the biggest ESG-linked 
facility seen so far and was backed by 
a powerful group of leading financial 
institutions. 

The margin on the facility adjusts 
depending on the fund’s ESG 
performance. The underlying portfolio 
companies are assessed according 
to a number of ESG measures: gender 
equality on their boards; their efforts 
towards renewable energy transition; 
the effectiveness of their sustainability 
governance platform. Notably, the 
facility aims to enhance the “S” and “G” 
components of ESG, which tend to receive 
less attention than the environmental 
aspects.

ESG-linked subscription lines are 
becoming an important part of private 
fund financing, as borrowers seek to 

create ESG-linked KPIs in the expectation 
that good ESG performance will result in 
margin decreases on their borrowings. 
MV Credit is planning to introduce ESG 
KPIs for its portfolio companies, in a 
similar way that the fund finance industry 
has done in its structuring of facilities. 
Most transactions last year were for 
equity funds, but private debt managers 
will undoubtedly move into the space in 
the near future.

Private debt/equity must walk 
the talk

The shift to ESG-compliant investing 
should not take only place take place at 
portfolio company level. Private market 
participants must practice what they 
preach, acting at the corporate level 
too. This is why MV Credit recently 
committed to becoming carbon 
neutral, reflecting a desire to be a more 
sustainable organisation through better 
environmental performance and more 
sustainable growth. Hopefully, other 
firms in the private equity and debt space 
will follow a similar path, enhancing the 
credibility of the sector as a whole. 

Amid the terrible human impact of 
the pandemic, one of the positive 
consequences is it has provided the 
impetus to change business models so 
ESG considerations rise up the list of 
priorities.  There has, for example, been a 
marked decrease in business travel, with 
meetings now routinely conducted via 
video calls. 

Fundraising, a fundamental aspect of the 
private equity and debt world, has also 
adapted and LPs have become used 
to the new world of committing money 
to strategies without an office-based 
meeting and a handshake. 

This is not the end of business travel of 
course. Meetings between sponsors, 
debt providers and LPs will return to 
our daily environment. But some of the 
changes that have been made will persist, 
delivering positive impact to communities.

Let’s grab the chance to promote 
a sustainable future

The conversation around ESG has 
moved from box-ticking to the forefront 
of investment decision-making, and the 
Covid-19 crisis has only accelerated this 
move.

With the effects of the pandemic likely 
to persist for some time, the private 
debt market will remain skewed towards 
lenders who push for preferential terms, 
but also towards firms who are ready to 
demonstrate much higher levels of ESG 
implementation.

It is time for us as an industry to look 
beyond our own investment needs and 
harness the lender-friendly environment 
to promote a more sustainable and 
responsible agenda across the business 
world. 

Written in March 2021
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This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when 
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In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a 
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered 
under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment 
Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy. 
Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 
7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 
3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). 
Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. Serrano n°90, 6th Floor, 28006, Madrid, Spain. 
Belgium: Natixis Investment Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium. In France: Provided by Natixis Investment 
Managers International – a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 
90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre 
Mendès France, 75013 Paris. In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 
Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich. In the British Isles: Provided by Natixis Investment Managers UK Limited which 
is authorised and regulated by the UK Financial Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, 
London, EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described as follows: in the United Kingdom: this material is 
intended to be communicated to and/or directed at investment professionals and professional investors only; in Ireland: this material is intended to be communicated to 
and/or directed at professional investors only; in Guernsey: this material is intended to be communicated to and/or directed at only financial services providers which hold 
a license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or directed at professional investors only; in the 
Isle of Man: this material is intended to be communicated to and/or directed at only financial services providers which hold a license from the Isle of Man Financial Services 
Authority or insurers authorised under section 8 of the Insurance Act 2008. In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers 
Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial experience and 
understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties as defined by the DFSA. No other Person 
should act upon this material.  Registered office: Unit  L10-02, Level 10 ,ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates In Japan: Provided by 
Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No.425. Content of Business: The Company 
conducts investment management business, investment advisory and agency business and Type II Financial Instruments Business as a Financial Instruments Business 
Operator.  In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated 
by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license 
number 2020 FSC SICE No. 025, Tel. +886 2 8789 2788.In Singapore: Provided by Natixis Investment Managers Singapore Limited (company registration no. 199801044D) 
to distributors and institutional investors for informational purposes only. In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ 
corporate professional investors only. In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is 
intended for the general information of financial advisers and wholesale clients only. In New Zealand: This document is intended for the general information of New Zealand 
wholesale investors only and does not constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is 
only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers Australia 
Pty Limited is not a registered financial service provider in New Zealand. In Latin America: Provided by Natixis Investment Managers S.A.  In Uruguay: Provided by Natixis 
Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, 
Uruguay, CP 11500. The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. In Colombia: Provided by Natixis 
Investment Managers S.A. Oficina de Representación (Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any 
products, services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and  is 
addressed to less than 100 specifically identified investors. In Mexico Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities 
intermediary, or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the Comisión Nacional 
Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein that require authorization or license are rendered 
exclusively outside of Mexico. While shares of certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering 
of securities in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the 
laws of France and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment Managers” is made to 
Natixis Investment Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican 
authority.
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment 
management and distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and 
from the jurisdictions in which they are licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the 
responsibility of each investment service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the relevant 
national law.
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or 
an offer to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment 
carefully before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as 
of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire 
as may be forecasted in this material. The analyses and opinions expressed by external third parties are independent and does not necessarily reflect those of Natixis 
Investment Managers. Past performance information presented is not indicative of future performance. 
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the 
accuracy, adequacy, or completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.
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