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Appetite for opportunities in private debt
investing has been on the rise. In this dialogue,
members of Morgan Stanley Investment
Management's Private Credit leadership team,
Jeff Levin (JL) and Mark Jochims (M)), offer their
perspective on the market. Jeff Levin is the
Co-Head of Morgan Stanley's North America
Private Credit team, where he serves on the
Investment Committee and is the Portfolio
Manager and the Head of Direct Lending. Mark
Jochims serves as Head of European Private
Credit and is a member of the Private Credit &
Equity Executive Committee of Morgan Stanley.

Can you detail your backgrounds as it relates to
private debt investing?

JL: I was a founding member of Morgan Stanley’s Private

Credit platform back in 2009, and worked at the Carlyle Group
prior to re-joining Morgan Stanley in 2019. Today, I co-lead
Morgan Stanley’s North American Private Credit business, which
consists of approximately $16Bn of assets under management.'
Our team consists of over 40 investment professionals in the US,
as well as our recently established European team, which my
colleague Mark has been brought on to run.

MJ: I was a founding member and Partner at Arcmont Asset
Management (previously BlueBay Private Debt), where I
helped to build their European direct lending platform. I

1 As of March 31, 2023.
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joined Morgan Stanley in 2022, after
seeing the successful franchise Jeff and
team had executed in North America.
Morgan Stanley Investment Management’s
(“MSIM?) leadership’s vision at the time
was to extend into Europe, and I saw this
as a tremendous opportunity given the
strength of the Morgan Stanley brand.

We have since established a 10 + person
team of investment professionals to help us
accomplish that vision.

What are the key themes that you're
seeing in the private debt market
currently?

JL: Private debt is an increasing piece of
the institutional market’s asset allocation.
Given ongoing volatility across liquid
public markets, the traditional financing
market is currently restricted in its ability to
execute. We believe institutional investors
are willing to direct more dollars to the
private debt space, as they have observed
skilled managers utilize the expertise,
networks and data they have aggregated
over many years to efficiently diligence and
execute transactions and ultimately achieve
attractive risk-adjusted returns.

M): From the European perspective the
private debt market continues to develop,
providing financing to both a larger
proportion of the overall debt market
and via larger transactions. Investors

in Europe have similarly added to their
asset allocations with experienced private
credit managers of scale. This includes
both local investors as well as interest
abroad for those looking to diversify their
geographic private debt allocations.

To what extent do you see Europe as
a growth market for private debt?

MJ: In terms of market dynamics, there
are a few reasons to be constructive on
the private debt markets in Europe. First,
European private equity dry powder
stands at an all-time high today, and we
believe that large and growing reserve

of dry powder will fuel European M&A
activity for several years to come. That
potential demand is further bolstered by

a large number of debt assets expected to
reach maturity through 2026.

Second, beyond the demand/supply gap for
financing, we see secular trends continuing
to underpin borrower appetite for private
credit, while leveraged finance market
dislocations will accelerate that demand.
Significant white space remains, enabling
strong managers to grow and take market
share. Direct lenders can now provide a full
alternative solution to syndicated markets.
As a result, European lenders are moving
up the size spectrum and investing in
bigger and more stable businesses.

JL: Our perspective is that there remains
significant potential for growth in

the private credit space generally

and across European markets, hence
Morgan Stanley’s strategic commitment
to it. From a business perspective our
goal is to build the European platform
on elements of our U.S. structure and for
Mark’s team to seek to leverage a number
of established procedures and resources.
We strongly believe that local presence,
understanding and relationships drive
origination and investment opportunities,
and we observe that the European
market has remained more fragmented,
providing opportunities to scale.

What are the key considerations
for private debt as we head deeper
into a difficult macroeconomic
environment?

JL: The industry hasn’t really experienced
a period of sustained macro weakness like
we are now experiencing. We expect to
see more dispersion across managers, and
that prior experience and underwriting
capabilities will be closely scrutinized.
We also expect that institutions with
wider investment platforms, stronger
track records investing in private assets
and larger networks should generally be
better positioned during such a period.
Conversely, private debt teams with

a number of problem assets in their
portfolios are likely to find themselves
spending considerable resources on

workouts, to an extent not experienced
over the past decade.

M): We believe that we are in a somewhat
fortunate position as “new” capital
providers for Europe. We will seek and
do expect tighter requirements from

debt providers and improved contractual
protections, including but not limited to:*

* More restrictive debt incurrence, notably
with the exclusion of side-car debt

e Tighter EBITDA definitions including
caps on EBITDA adjustments/synergies

e Stricter cash leakage clauses (‘baskets’),
including permitted payments

e Selectively upward margin ratchets

 Improved information rights

What makes you constructive for
the future of private debt?

JL: Broadly there are attractive tailwinds
for Private Debt. First, we see Private
Debt as a large and growing opportunity
set with demand/supply dynamics
favouring the private debt provider,

and second it is situated currently in an
attractive investment environment given
current volatility.

We believe that the direct lending asset
class remains attractive to borrowers and
investors alike and is well poised for growth.
It is now our role to continue what we are
doing, seeking to find and select attractive
investment opportunities and managing
credits held to promote robust performance.

MJ: I’d echo Jeff’s sentiments, and to give
you some context for Europe, we've seen
terms in the direct lending market shift
in favor of lenders. At the end of last year,
we've seen high original issue discounts
offset margins in syndicated markets,
whereas private markets have benefited
from the supply/demand dynamic via
yields of 9-10% and OIDs in normal
ranges of 2%-3%. Increased margins
can be a more permanent driver of yield
whereas syndicated market original issue
discounts can be more volatile.

2 Protections are exemplary and may not be present in every loan.
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IMPORTANT INFORMATION
Diversification does not eliminate the risk of loss.

The views and opinions and/or analysis expressed are those of the author
or the investment team as of the date of preparation of this material and
are subject to change at any time without notice due to market or economic
conditions and may not necessarily come to pass. Furthermore, the views will
not be updated or otherwise revised to reflect information that subsequently
becomes available or circumstances existing, or changes occurring, after
the date of publication. The views expressed do not reflect the opinions
of all investment personnel at Morgan Stanley Investment Management
(MSIM) and its subsidiaries and affiliates (collectively “the Firm"), and may
not be reflected in all the strategies and products that the Firm offers.

Forecasts and/or estimates provided herein are subject to change and may
not actually come to pass. Information regarding expected market returns
and market outlooks is based on the research, analysis and opinions of
the authors or the investment team. These conclusions are speculative in
nature, may not come to pass and are not intended to predict the future
performance of any specific strategy or product the Firm offers. Future
results may differ significantly depending on factors such as changes in
securities or financial markets or general economic conditions.

This material has been prepared on the basis of publicly available information,
internally developed data and other third-party sources believed to be
reliable. However, no assurances are provided regarding the reliability
of such information and the Firm has not sought to independently verify
information taken from public and third-party sources.

This material is a general communication, which is not impartial and all
information provided has been prepared solely for informational and
educational purposes and does not constitute an offer or arecommendation
to buy or sell any particular security or to adopt any specific investment
strategy. The information herein has not been based on a consideration of any
individual investor circumstances and is not investment advice, nor should it
be construed in any way as tax, accounting, legal or regulatory advice. To that
end, investors should seek independent legal and financial advice, including
advice as to tax consequences, before making any investment decision.

The Firm does not provide tax advice. The tax information contained herein
is general and is not exhaustive by nature. It was not intended or written to
be used, and it cannot be used by any taxpayer, for the purpose of avoiding
penalties that may be imposed on the taxpayer. Each Jurisdiction tax laws
are complex and constantly changing. You should always consult your own
legal or tax professional for information concerning your individual situation.

Charts and graphs provided herein are for illustrative purposes only. Past
performance is no guarantee of future results.

The Firm has not authorised financial intermediaries to use and to distribute
this material, unless such use and distribution is made in accordance with
applicable law and regulation. Additionally, financial intermediaries are
required to satisfy themselves that the information in this material is
appropriate for any person to whom they provide this material in view of
that person’s circumstances and purpose. The Firm shall not be liable for,
and accepts no liability for, the use or misuse of this material by any such
financial intermediary.

This material may be translated into other languages. Where such a translation
is made this English version remains definitive. If there are any discrepancies
between the English version and any version of this material in another
language, the English version shall prevail.

The whole or any part of this material may not be directly or indirectly
reproduced, copied, modified, used to create a derivative work, performed,
displayed, published, posted, licensed, framed, distributed or transmitted
or any of its contents disclosed to third parties without the Firm's express
written consent. This material may not be linked to unless such hyperlink
is for personal and non-commercial use. All information contained herein
is proprietary and is protected under copyright and other applicable law.

DISTRIBUTION

This material is only intended for and will only be distributed to persons
resident in jurisdictions where such distribution or availability would not
be contrary to local laws or regulations.

MSIM, the asset management division of Morgan Stanley (NYSE: MS), and
its affiliates have arrangements in place to market each other’s products
and services. Each MSIM affiliate is regulated as appropriate in the

jurisdiction it operates. MSIM’s affiliates are: Eaton Vance Management
(International) Limited, Eaton Vance Advisers International Ltd, Calvert
Research and Management, Eaton Vance Management, Parametric Portfolio
Associates LLC, and Atlanta Capital Management LLC.

This material has been issued by any one or more of the following entities:

EMEA
This material is for Professional Clients/Accredited Investors only.

In the EU, MSIM and Eaton Vance materials are issued by MSIM Fund
Management (Ireland) Limited ("FMIL"). FMIL is regulated by the Central
Bank of Ireland and is incorporated in Ireland as a private company limited
by shares with company registration number 616661and has its registered
address at The Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, DO2
VC42, Ireland.

Outside the EU, MSIM materials are issued by Morgan Stanley Investment
Management Limited (MSIM Ltd) is authorised and regulated by the Financial
Conduct Authority. Registered in England. Registered No. 1981121. Registered
Office: 25 Cabot Square, Canary Wharf, London E14 4QA.

In Switzerland, MSIM materials are issued by Morgan Stanley & Co.
International plc, London (Zurich Branch) Authorised and regulated by
the Eidgendssische Finanzmarktaufsicht (‘FINMA”). Registered Office:
Beethovenstrasse 33, 8002 Zurich, Switzerland.

Outside the US and EU, Eaton Vance materials are issued by Eaton Vance
Management (International) Limited (“EVMI") 125 Old Broad Street, London,
EC2N1AR, UK, which is authorised and regulated in the United Kingdom by
the Financial Conduct Authority.

Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo
Serbelloni Corso Venezia, 16 20121 Milano, Italy. The Netherlands: MSIM
FMIL (Amsterdam Branch), Rembrandt Tower, 11th Floor Amstelplein
11096HA, Netherlands. France: MSIM FMIL (Paris Branch), 61 rue de
Monceau 75008 Paris, France. Spain: MSIM FMIL (Madrid Branch), Calle
Serrano 55, 28006, Madrid, Spain. Germany: MSIM FMIL (Ireland) Limited
Frankfurt Branch, GroBe Gallusstrafe 18, 60312 Frankfurt am Main, Germany
(Gattung: Zweigniederlassung (FDI) gem. § 53b KWG). Denmark: MSIM
FMIL (Copenhagen Branch), Gorrissen Federspiel, Axel Towers, Axeltorv2,
1609 Copenhagen V, Denmark.

MIDDLE EAST

Dubai: MSIM Ltd (Representative Office, Unit Precinct 3-7th Floor-Unit
701and 702, Level 7, Gate Precinct Building 3, Dubai International Financial
Centre, Dubai, 506507, United Arab Emirates. Telephone: +97 (0)14 709 7158).

us.
NOT FDICINSURED | OFFER NO BANK GUARANTEE | MAY LOSE VALUE |
NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | NOT ADEPOSIT

ASIA PACIFIC

Hong Kong: This material is disseminated by Morgan Stanley Asia Limited for
use in Hong Kong and shall only be made available to “professional investors”
as defined under the Securities and Futures Ordinance of Hong Kong (Cap
577). The contents of this material have not been reviewed nor approved by
any regulatory authority including the Securities and Futures Commission
in Hong Kong. Accordingly, save where an exemption is available under
the relevant law, this material shall not be issued, circulated, distributed,
directed at, or made available to, the public in Hong Kong. Singapore:
This material is disseminated by Morgan Stanley Investment Management
Company and may not be circulated or distributed, whether directly or
indirectly, to persons in Singapore other than to (i) an accredited investor (i)
an expert investor or (iii) an institutional investor as defined in Section 4A
of the Securities and Futures Act, Chapter 289 of Singapore (“SFA"); or (iv)
otherwise pursuant to, and in accordance with the conditions of, any other
applicable provision of the SFA. This publication has not been reviewed by
the Monetary Authority of Singapore. Australia: This material is provided
by Morgan Stanley Investment Management (Australia) Pty Ltd ABN
22122040037, AFSL No. 314182 and its affiliates and does not constitute
an offer of interests. Morgan Stanley Investment Management (Australia)
Pty Limited arranges for MSIM affiliates to provide financial services to
Australian wholesale clients. Interests will only be offered in circumstances
under which no disclosure is required under the Corporations Act 2001(Cth)
(the “Corporations Act”). Any offer of interests will not purport to be an
offer of interests in circumstances under which disclosure is required under
the Corporations Act and will only be made to persons who qualify as a
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“wholesale client” (as defined in the Corporations Act). This material will
not be lodged with the Australian Securities and Investments Commission.
Japan

This material may not be circulated or distributed, whether directly or
indirectly, to persons in Japan other than to (i) a professional investor as
defined in Article 2 of the Financial Instruments and Exchange Act (“FIEA")

Explore our site at www.morganstanley.com/im

or (i) otherwise pursuant to, and in accordance with the conditions of, any
other allocable provision of the FIEA. This material is disseminated in Japan
by Morgan Stanley Investment Management (Japan) Co., Ltd., Registered No.
410 (Director of Kanto Local Finance Bureau (Financial Instruments Firms)),
Membership: the Japan Securities Dealers Association, The Investment
Trusts Association, Japan, the Japan Investment Advisers Association and
the Type Il Financial Instruments Firms Association.
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